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The  Health  Care  Financing  Ad- 
ministration (HCFA)  was  established 
to  combine  health  financing  and 
quality  assurance  programs  into  a 
single  agency.  HCFA  is  responsible 
for  the  Medicare  program,  federal 
participation  in  the  Medicaid  pro- 
gram, the  Professional  Standards 
Review  program,  and  a  variety  of 
other  health  care  quality  assurance 
programs. 

The  mission  of  the  Health  Care 
Financing  Administration  is  to  pro- 
mote the  timely  delivery  of  ap- 
propriate, quality  health  care  to  its 
beneficiaries — approximately  47 
million  of  the  nation's  aged,  disabled 
and  poor.  The  agency  must  also  en- 
sure that  program  beneficiaries  are 
aware  of  the  services  for  which  they 
are  eligible,  that  those  services  are  ac- 
cessible and  of  high  quality,  and  that 
agency  policies  and  actions  promote 
efficiency  and  quality  within  the  total 
health  care  delivery  system. 

Forum,  the  official  magazine  of 
HCFA,  is  published  to  inform  a  wide 
audience  on  all  aspects  of  health  care 
financing  and  the  activities  and  pro- 
grams of  the  agency.  Among  its 
readers  are  health  care  administra- 
tors, planners,  and  other  profes- 
sionals; state  health  and  health  finan- 
cing agencies;  and  major  public  and 
private  corporations,  institutions,  and 
associations  that  finance  health  care 
for  their  members  or  employees. 
Forum  provides  information  on  ac- 
tions and  policies  that  promote  effi- 
ciency and  quality  within  the  total 
health  care  system,  promoting  discus- 
sion and  debate  of  the  complex  issues 
and  problems  relating  to  health  care. 
By  soliciting  views  from  outside 
HCFA  and  the  Department,  Forum 
contributes  to  a  constructive  relation- 
ship and  dialogue  among  the  agency 
and  health  care  providers,  third-party 
payers,  and  other  segments  of  its 
readership.  ■ 


Beneficiaries  are  real  people. 

Among  those  served  by  federal 
health  programs  are  the  Vermont 
farmer  with  a  bad  gash  in  the  leg, 
limping  to  the  door  of  a  rural  health 
clinic;  the  victims  of  kidney  disease 
who  would  die  were  it  not  for  the  ex- 
istence of  the  End  Stage  Renal 
Disease  program  to  pay  for  their 
dialysis;  and  the  elderly  Spanish- 
speaking  man  who  needs  a  volunteer 
aide's  help  to  understand  his 
Medicare  benefits. 

This  issue  of  Forum  focuses  on 
programs  that  deliver  some  special 
kinds  of  services  to  special  people. 

The  rural  health  clinics'  program, 
after  a  rocky  beginning  two  years 
ago,  is  making  medical  services 
available  to  rural  folk  who  might 
otherwise  have  none. 

A  technique  called  continuous  am- 
bulatory peritoneal  dialysis  is  making 
it  easier  for  kidney  disease  sufferers 
to  cleanse  their  blood  of  impurities  at 
home;  but  it  is  the  ESRD  program 
that  picks  up  the  tab  for  equipment, 
supplies,  and  care.  (Its  administrators 
are  proud  that  the  per-patient  cost  of 
compassionate  care  is  dropping.) 

Medicare  and  Medicaid  are  vast 
operations  that  number  some  50 
million  enrollees.  Increasingly,  there 
is  awareness  that  these  beneficiaries 
need  to  understand  the  program  to 
use  it  wisely  and  cost-effectively. 
HCFA's  Office  of  Beneficiary  Ser- 
vices, with  the  help  of  volunteers 
throughout  the  country,  as  well  as 
voluntary  organizations,  program 
contractors,  and  state  personnel,  is 
working  to  see  that  beneficiaries  are 
informed  and  helped. 

Administrative  and  fiscal  practices 
make  a  big  difference  in  how  well  all 
these  programs  work.  For  instance: 

While  the  bill  for  health  care  for 
Medicare  and  Medicaid  beneficiaries 
keeps  climbing,  a  unit  within 
HCFA— called  program  validation- 
is  struggling  to  hold  down  the  total 
cost.  Its  staff  is  determined  to  control 
waste  and  abuse  in  the  programs. 


Ugly  pictures  have  been  painted  of 
"Medicaid  mills:' '  patients  run 
through  on  an  assembly-line  basis, 
given  inferior  care  by  profiteering 
doctors.  True?  There  are  physicians 
with  large  Medicaid  practices,  but  our 
article  draws  a  very  different  portrait 
of  the  majority  of  them. 

You  don't  have  to  be  sick  in  bed  to 
get  hospital  care  today.  Hospitals  are 
diversifying  their  services  to  encom- 
pass all  kinds  of  ambulatory  care, 
and  not  just  in  the  emergency  room. 
We  tell  you  about  ambulatory  sur- 
gery, diversification  of  risk,  and  why 
a  teaching  hospital  may  have  to 
charge  higher  prices. 

To  HCFA's  new  administrator, 
concerns  of  beneficiaries  and  other 
recipients  of  medical  care  have  long 
been  his  concerns  as  well.  Howard  N. 
Newman  has  had  major  respon- 
sibilities in  the  management  of  three 
hospitals,  two  of  them  in  big  cities. 
That's  in  addition,  of  course,  to  hav- 
ing headed  the  federal  Medicaid  pro- 
gram just  a  few  years  back  (more 
details  in  our  "Update"  section). 

We  welcome  Mr.  Newman  back  to 
federal  service,  even  as  we  say  a 
regretful  farewell  to  Leonard  D. 
Schaeffer,  who  resigned  as  HCFA  ad- 
ministrator on  June  1. 

Virginia  T.  Douglas 
Editor 
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By  Susan  Matson 


COST  CONTAINMENT  FOR  THE 
critically  ill?  Most  health  practition- 
ers, not  to  mention  legislators,  shud- 
der at  the  idea — especially  when  the 
disease  in  question  is  notoriously 
associated  with  prolonged  and  expen- 
sive treatment. 

Yet,  in  the  face  of  the  unexpected 
cost  of  the  federal  End  Stage  Renal 
Disease  (ESRD)  program,  Congress 
moved  to  assure  that,  while  needed 
care  is  provided,  it  is  done  in  the  most 
cost-effective  way  possible.  Barely 
more  than  a  year  after  cost-conscious 
changes  to  the  ESRD  legislation  were 
implemented,  savings  are  being 
realized;  better  yet,  there  is  no  appre- 
ciable loss  in  the  quality  of  patient 
care. 

These  and  other  findings  appear  in 
the  1980  ESRD  Report  to  Congress, 
prepared  by  HHS  Health  Care  Finan- 
cing Administration,  which  adminis- 
ters the  program.  The  report  recounts 
the  status  of  the  first  and  only  gov- 
ernment program  of  its  kind.  Not  on- 
ly is  ESRD  unique  in  its  use  of  public 
funds  (Medicare)  to  support  the 
catastrophically  ill,  but  the  support 
disregards  patient  age  and  income. 

Observers  are  unanimous  in  agree- 
ing that  the  program's  compassionate 
goal  has  been  met:  to  save  previously 
"unsavable"  lives  of  individuals  suf- 
fering from  acute  kidney  failure.  A 
look  at  the  evidence  in  terms  of  both 
dollars  and  patients  demonstrates 
this. 

High  price  of  saving  lives 

First,  consider  the  costs  for  both  of 
the  major  treatment  options  now 
available — kidney  transplant  and 
dialysis.  They  are  far  beyond  the 
means  of  the  average  patient.  Kidney 
transplant  surgery  ranges  from 
$19,000  to  $26,000  with  sizable 
follow-up  costs.  Dialysis  patients, 
who  constitute  nine-tenths  of  all 
those  with  acute  kidney  failure, 
typically  incur  costs  of  $149  per  ses- 
sion three  or  more  times  a  week. 


Total  annual  cost  for  a  dialysis  pa- 
tient is  about  $25,000.  Yet,  without 
these  medical  means  to  renew  the 
blood  purification  process,  death  is 
both  rapid  and  inevitable.  Modern 
science  produced  the  life-saving 
answer,  but  the  problem  of  paying 
for  it  had  to  be  solved. 

Secondly,  there  is  the  poignant 
(and  surprising)  count  of  those  who 
stepped  forward  to  take  advantage  of 
the  program  when  first  enacted.  In 
1972,  when  funding  under  Medicare 
was  first  considered,  known  dialysis 
patients  numbered  just  5,000;  ranks 
were  expected  to  grow  to  7,000  in  the 
first  year  of  the  program,  for  an  an- 
nual cost  of  $135  million.  The  entitle- 
ment legislation  went  into  effect  in 
July  1973 — and,  by  the  end  of  the 
fiscal  year,  some  15,000  patients  had 
responded,  representing  an  outlay  of 
$172  million. 

The  burgeoning  extra-lives-lor-ex- 
tra-dollars  was  to  typify  the  develop- 
mental stages  of  the  program.  Fur- 
ther, some  good  news  compounded 
the  problem.  More  affordable  treat- 
ment meant  earlier  diagnoses,  pro- 
longed lives,  and  corresponding  in- 
creases in  expenditures. 

In  terms  of  patient  load,  the  effect 
on  the  program  has  been  dramatic. 
Nowhere  is  this  more  obvious  than  in 
the  1979  data.  The  dialysis  popula- 
tion jumped  25  percent  from  1978, 
more  than  double  the  previous  year's 
increase  of  12.4  percent.  The  number 
of  transplant  patients  also  increased, 
but  by  8.2  percent.  All  told,  the  pre- 
sent ESRD  population  numbers 
about  60,000  and  may  not  level  off 
until  it  reaches  90,000  in  the  not-too- 
distant  future. 

The  fiscal  effect  of  this  kind  of  de- 
mand on  services  is  startling — at 
least,  at  first  glance.  The  1979  expen- 
ditures were  $850.5  million,  up  from 
the  1978  figure  of  $737.2  million. 

However,  this  latest  total  (admit- 
tedly subject  to  upward  revision)  ac- 
tually masks  a  hidden  bonus:  on  a  per 
patient  basis,  costs  actually  decreased 


by  3.5  percent.  Given  recent  inflation 
in  medical  expenditures,  lowering  the 
cost  of  treating  a  patient  from 
$16,654  to  $16,075  was  no  small 
achievement.  Then  too,  the  1979 
outlay  was  substantially  less  than  the 
billion-dollar  estimate  projected  by 
HCFA's  actuarial  office.  How  was 
this  kind  of  savings  possible? 

Incentives  for  cost  containment 

The  most  obvious  explanation 
might  seem  to  relate  to  the  increased 
patient  load,  which  might  enable  pro- 
viders of  care  to  lower  costs  through 
more  efficient  use  of  labor,  supplies, 
and  facilities.  But,  while  this  might  be 
the  trend  for  private,  for-profit 
dialysis  facilities,  it  is  less  true  of 
general  hospitals,  which  operate 
numerous,  highly  diversified  pro- 
grams. ESRD  regulations  require  a 
minimum  utilization  rate  (MUR), 
which  ensures  a  fairly  high  patient 
load  in  most  facilities  (4.5  dialyses  per 
week  performed  at  each  of  six  sta- 
tions). 

For  the  rest  of  the  answer,  it  is  ap- 
propriate to  look  again  at  the  1978 
changes  in  the  ESRD  legislation, 
which  codify  several  refinements  on 
the  original  enacting  legislation. 
More  importantly,  the  1978  enact- 
ment set  goals  for  both  quality  of  care 
and  cost-effectiveness,  in  surprisingly 
compatible  terms. 

A  good  example  is  the  encourage- 
ment of  home  (versus  hospital) 
dialysis — a  primary  thrust  of  the 
legislation.  Testimony  of  medical 
practitioners  had  indicated  that  home 
treatment  would  ensure  an  improved 
quality  of  life  for  those  patients  con- 
sidered emotionally  and  medically 
suitable.  At  the  same  time,  home 
dialysis  offered  an  obvious  fiscal  ad- 
vantage: the  testimony  indicated  that 
such  treatment  cost  an  average  of 
$105  per  session  versus  the  overall 
dialysis  rate  of  $149. 

Susan  Matson  is  a  Washington,  D.C.,  writer 
and  researcher.  She  has  written  on  alcohol  and 
drug  abuse  problems  and  on  grants  manage- 
ment. 
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The  encouragement  for  home 
dialysis  was  spelled  out  through  prac- 
tical, specific  means,  entailing 
removal  of  existing  disincentives  and 
addition  of  strong  incentives. 

Before  the  changes  were  enacted, 
reimbursement  of  home  dialysis  costs 
was  defined  in  terms  of  institutional 
services.  This  created  both  high  per- 
sonal costs  for  patients  dialyzing  at 
home  and  the  need  to  visit  an  approv- 
ed facility  frequently  to  get  services 
that  would  not  otherwise  be  reimbur- 
sable. These  disincentives  were 
discarded  when  the  new  legislation 
defined  coverage  in  terms  of  pro- 
cedure, rather  than  treatment  setting. 

Incentive  came  into  play  when  the 
new  legislation  established  coverage 
to  coincide  with  the  first  month  of  a 
self-dialysis  training  program. 
Previously,  entitlement  applied  only 
to  the  first  day  of  the  third  month 
after  a  course  of  dialysis  began,  plac- 
ing a  considerable  financial  burden 
on  the  patient.  Since  the  prescribed 
regulation  took  effect  in  October 
1978,  waiting  periods  have  been  waiv- 
ed for  more  than  900  patients. 

While  the  newly  expanded  coverage 
for  home  dialysis  training  had  a  high 
profile,  the  legislation  provided  other 
creative  means  for  bringing  patients 
into  home  treatment.  Coverage  was 
extended  to  necessary  home-dialysis 
support  services  provided  by  physi- 
cians and  needed  home-dialysis  sup- 
plies (only  partially  covered  under  the 
old  legislation). 

In  addition,  administrative  changes 
were  made  in  the  program  specifica- 
tions to  provide  payment  for  con- 
tinuous ambulatory  peritoneal  dialy- 
sis, a  newly  developed  home  dialysis 
technique  that  grants  complete 
freedom  from  the  hemodialysis 
machine. 

Transplants  encouraged 

Another  thrust  was  the  encourage- 
ment of  kidney  transplants.  Success- 
ful transplants  are  far  more  satis- 
factory and  less  expensive  methods  of 
treating  ESRD  than  long-term  dialy- 
sis. Since  kidneys  donated  by  blood 
relatives  have  the  greatest  chance  for 
success,  the  law's  designers  examined 
medical  costs  for  living  donors  and 
again  went  the  incentive  route.  Previ- 
ously, medical  expenses  incurred  by 


donors  were  subject  to  the  deductible 
and  coinsurance  requirements  that 
typified  other  kinds  of  ESRD  treat- 
ment. Under  the  new  legislation, 
donors  received  full  and  unrestricted 
payment. 

The  1978  law  followed  the  pro- 
transplant  and  home  dialysis  provi- 
sions with  several  other  ideas  more 
narrowly  drawn  to  cut  costs: 

•  While  many  patients  prefer  to 
rent  home  dialysis  machines,  rental 
costs  over  the  years  accruable  to  Med- 
icare can  easily  surpass  the  purchase 
price  ($7,0O0-$8,OO0).  The  new  law 
granted  payment  to  dialysis  facilities 
for  all  dialysis  equipment  costs,  on 
the  condition  that  the  equipment  be 
used  only  in  the  homes  of  Medicare 
recipients. 

•  Coverage  was  established  for  in- 
center  self-dialysis,  through  which  a 
facility  provides  minimum  assistance 
to  a  self-dialyzing  patient.  Costs  are 
less  than  those  incurred  with  full 
supervision. 

•  A  target-rate  reimbursement 
system  for  home  dialysis  was  author- 
ized. The  target  rate  is  the  full  charge 
allowed  for  all  necessary  home  dialy- 
sis items  and  services.  Such  rates,  ad- 
justed by  region,  are  set  for  dialysis 
services  provided  by  approved  facil- 
ities in  the  preceding  fiscal  year. 
Where  necessary,  the  services  of  a 
home  dialysis  aide  are  covered. 

•  Payments  to  organ  procurement 
agencies  and  laboratories  providing 
transplant  support  were  adjusted  to 
reflect  cost,  rather  than  the  charges 
these  groups  imposed  on  the  trans- 
plant facility. 

•  Finally,  an  incentive  reimburse- 
ment provision  was  considered. 
When  completed,  this  will  establish 
specific  amounts  for  outpatient  main- 
tenance dialysis  on  a  cost-related  or 
other  equitable  basis.  A  fully  imple- 
mented incentive  will  probably  be  in 
place  by  1981. 

Trend  is  encouraging 

Looking  at  the  above  cost  control 
measures,  it  is  important  to  take  note 
of  the  implementation  dates.  For  the 
most  part,  these  are  late  in  fiscal  year 
1979  or  afterwards;  it  is  therefore  dif- 


ficult to  predict  their  full  effect  at  this 
time. 

General  cost  figures  do  point  to  en- 
couraging trends  over  the  year  that 
the  new  legislation  has  been  in  effect. 
The  decreasing  per  capita  rates  have 
been  mentioned;  equally  important  is 
that  the  rate  of  increase  in  expendi- 
tures stayed  well  below  that  for  health 
expenditures  in  general  (11.9  percent 
for  the  year  ending  September  1979). 
Kidney  transplant  charges,  now  aver- 
aging $19,300,  increased  by  only  1.5 
percent  from  1978,  while  dialysis  pay- 
ment rates  remained  steady  at  $149. 

Will  the  cost  efficiency  trends  con- 
tinue? Available  evidence  seems  to 
say  yes.  Home  dialysis  holds  out  the 
best  promise;  the  initial  incentives 
seem  to  be  working.  In  1979,  the 
home  dialysis  population  increased 
nearly  one-third,  from  4,538  to  5,941 
patients.  The  group  comprised  13 
percent  of  the  total  dialysis  popula- 
tion, compared  to  the  1978  level  of 
12.4  percent.  Some  health  planners 
believe  that  as  many  as  half  of  all 
dialysis  users  can  eventually  use  the 
home  treatment  method. 

Two  questions  should  be  para- 
mount in  considering  further  fiscal 
remedies  for  the  cost  of  kidney 
disease  treatment.  First,  is  the  con- 
tinuing increase  in  the  ESRD  popula- 
tion inevitable?  And  secondly,  given 
an  increase,  are  there  medical  and 
technological  advances  that  offer 
hope  for  reducing  costs? 

It  has  been  contended  that  the  in- 
cidence of  kidney  disease  can  be  cur- 
tailed with  the  help  of  public  infor- 
mation campaigns — such  as  those 
against  hypertension,  which  is  linked 
to  ESRD.  That  view,  though,  fails  to 
acknowledge  that  hypertension  is  the 
basis  for  only  about  12.  percent  of 
cases.  Diabetes,  another  cited  factor, 
afflicts  7  percent  of  the  same  popula- 
tion. Although  both  of  the  lesser 
diseases  often  lead  to  kidney  disfunc- 
tion, they  are  linked  as  much  with 
heredity  as  with  environmental  fac- 
tors subject  to  individual  control. 

Today's  patient  "sicker" 

At  least  part  of  today's  unex- 
pectedly large  patient  load  stems 
from  the  maintenance  of  kidney 
disease  sufferers  who  would  have 
been  considered  hopeless  cases  before 
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1973.  The  much-discussed  5,000 
dialysis  patients  of  1972  were,  in 
fact, "healthy"  by  today's  stan- 
dards—  that  is,  free  from  secondary, 
complicating  diseases.  Many  of  to- 
day's ESRD  victims,  on  the  other 
hand,  suffer  severe  respiratory  pro- 
blems, diabetes,  recurring  infections, 
and  a  host  of  other  illnesses.  And  the 
extra  care,  of  course,  means  extra  ex- 
pense. 


Many  ESRD  victims 
suffer  a  host  of  other 
illnesses.  And  extra 
care,  of  course,  means 
extra  expense. 


With  the  average  age  of  the  ESRD 
patient  over  50,  it  is  often  difficult  to 
dictate  costs  tailored  to  renal  disease 
alone.  Essentially,  the  program  must 
make  allowances  for  more  patients 
with  increasing  needs.  But  the  pro- 
gram can  also,  within  that 
framework,  examine  technical  ad- 
vances that  may  have  a  fiscal  effect. 

One  such  advance  that  has  recently 
received  a  lion's  share  of  interest 
from  the  media  is  the  continuous  am- 
bulatory peritoneal  dialysis  (CAPD) 
technique,  mentioned  earlier.  CAPD 
uses  the  peritoneum — the  membrane 
lining  the  abdomenal  cavity — as  a 
rather  remarkable,  portable  kidney. 
First,  a  catheter  is  inserted  into  the 
peritoneal  cavity  by  way  of  the 
stomach;  next,  about  two  quarts  of 
sterile  solution  are  flooded  into  the 
cavity.  The  blood's  impurities  are 
screened  by  the  peritoneum  into  the 
solution,  and  later  flushed  out  (the 
fluid  must  be  changed  three  to  five 
times  daily). 

CAPD  has  two  attractions.  First,  it 
offers  an  unusual  degree  of  auton- 
omy, since  the  catheter  is  inserted  on- 
ly once  and  the  patient  can  remain 
ambulatory.  Further,  it  does  not  re- 
quire special  machinery  or  structural 
alterations  to  the  home  (standard  di- 
alysis creates  a  large  demand  on  elec- 
trical and  plumbing  facilities).  The 
patient  is  thus  free  to  work  and  attend 
many  fuctions  normally. 


Second,  CAPD  represents  poten- 
tial cost  savings,  because  it  is  a  home 
dialysis  technique.  While  the  cost  of 
the  dialyzing  fluid  and  disposables 
such  as  masks  and  gloves  tends  to  br- 
ing expenses  in  line  with  those  of 
standard  home  dialysis  techniques, 
CAPD  already  has  attracted  over 
1,000  users.  (CAPD  coverage  under 
the  ESRD  program  is  only  a  year  old, 
and  the  procedure  itself  was 
developed  less  than  four  years  ago.) 

But  CAPD  also  has  drawbacks. 
Not  every  patient  is  emotionally  or 
medically  compatible  with  the 
system.  There  is  also  a  risk  of 
peritonitis,  although  that  danger  has 
been  reduced  from  one  case  every 
other  patient-month  to  one  every  nine 
to  twelve  months.  Doctors  have 
estimated  that  about  a  third  of  the 
home  dialysis  candidates  could 
benefit  from  CAPD. 

Better  transplants  through  antigens 

A  second  promising  advance  con- 
cerns antigens,  the  body's  immune 
systems,  which  trigger  certain  cells  to 
attack  an  "invader" — in  this  case,  a 
transplanted  kidney. 

While  health  practitioners  have 
long  known  that  transplants  work 
best  when  the  antigens  of  donors  and 
recipients  are  similar,  it  has  been  dif- 
ficult to  match  these  systems.  Now  it 
appears  that  an  obscure  group  of 
antigens  called  the  MB  system  may  be 
the  key,  according  to  a  recent  article 
in  the  New  England  Journal  of 
Medicine. 

Researchers  at  the  Blood  Center  of 
Southeastern  Wisconsin  who  isolated 
the  MB  group  reviewed  21  transplant 
case  histories.  Of  these,  13  patients 
had  been  able  to  keep  the  organs  for 
over  a  year  without  complications;  of 
these,  12 — or  94  percent — had  the 
same  MB  systems  as  the  kidney 
donors.  The  eight  whose  bodies  had 
rejected  the  organs  all  had  MB 
systems  that  differed  from  those  of 
the  donors. 

While  the  role  of  MB  systems  in  the 
body  is  still  unclear,  it  is  apparent 
that  there  are  only  three  MB  groups — 
which  should  be  of  tremendous  help 
in  improving  matches  from  living 
donors.  Such  transplants  now  stand 
just  a  60  to  75  percent  chance  of  sur- 
vival, a  factor  which  in  itself  works  as 


a  disincentive  for  the  kidney  trans- 
plant method. 

Finally,  medical  technology  is  pro- 
ducing some  cost  savings.  A  hemo- 
dialysis machine  works  essentially  as 
a  blood  pump:  after  inserting  a 
dialyzer  (a  plastic  device  that  func- 
tions as  an  artificial  kidney),  the 
machine  circulates  the  blood  in  order 
to  cleanse  it  through  the  dialyzer 
screen.  The  $20-$30  dialyzer  must 
then  be  discarded  and  replaced,  since 
the  Food  and  Drug  Administration 
has  approved  its  use  on  a  one-time 
basis  only. 

Experimenters  in  health  care 
research,  however,  have  been  recently 
sterilizing  and  reusing  the  dialyzer, 
with  some  degree  of  success.  But  will 
the  idea  work  on  a  large  scale? 
Researchers  at  the  National  Institute 
of  Metabolism,  Arthritis,  and 
Digestive  Disorders  are  designing  a 
study  to  determine  the  reliability  of 
the  procedure  and  criteria  for  select- 
ing patients  with  the  highest  predic- 
table chance  of  success. 

Outlays  too  high? 

In  mid-year  1980,  two  conclusions 
can  be  drawn  concerning  the  End- 
Stage  Renal  Disease  Program:  it  is 
taking  innovative  and  effective  steps 
to  save  public  monies  without  lower- 
ing the  quality  of  care,  and  its  scope 
will  probably  continue  to  increase 
well  beyond  its  original  boundaries. 

Yet,  even  the  most  compassionate 
may  question  the  comparatively  high 
outlays  for  a  relatively  small  and 
needy  populaton.  Edward  L.  Kelly, 
director  of  HCFA's  Office  of  Special 
Programs,  which  has  jurisdiction 
over  the  ESRD  program,  says: 

"Yes,  costs  are  high,  but  we  are 
spending  the  money  appropriately.  In 
1973,  Congress  deemed  that  the 
ESRD  patient  needed  financial  help 
and  authorized  such  help.  That  man- 
date continues.  Committing  tax 
dollars  to  save  lives  is  in  the  spirit  of 
many  other  federal  programs,  such  as 
those  devoted  to  highway  and  occu- 
pational safety.  Certainly  the 
thousands  of  sufferers  from  end- 
stage  renal  disease,  who  would  not  be 
alive  but  for  the  treatment  our  pro- 
gram made  possible,  represent  con- 
tinuing testimony  that  this  is  a  highly 
worthy  use  of  public  funds."  ■ 
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Helping  Beneficiaries  Understand 

MEDICARE  AND  MEDICAID 

HCFA  launches  program  of 
information  and  counseling 

By  Ann  Slay  ton 


UNTIL  RECENTLY,  MEDICARE 
and  Medicaid  beneficiaries  have  not 
been  encouraged  to  learn  how  the 
programs  work,  fully  understand 
their  rights  and  coverage,  or  use 
benefits  effectively  and  cost  effi- 
ciently. To  a  significant  extent, 
beneficiaries  have  not  had  access  to 
the  kinds  of  information  they  need  to 
do  these  things,  presented  in  ways 
they  can  understand. 

One  reason  for  this  neglect  was  the 
Federal  Government's  concentration 
during  the  first  ten  years  of  Medicare 
and  Medicaid  on  bill-paying,  rather 
than  on  education  of  beneficiaries. 

Now,  advancing  inflation,  various 
barriers  to  care,  and  difficulties  bene- 
ficiaries have  experienced  in  dealing 
with  a  complex  health  care  system 
have  created  pressures  for  change. 
Medicare  beneficiaries,  for  example, 
have  a  personal  stake  in  how  much, 
when,  and  how  the  program  pays 
bills,  because  the  beneficiaries  are 
responsible  for  the  balance.  Fearing 
inadequate  coverage,  many  turn  to 
so-called  "Medigap"  or  supplemen- 
tal insurance.  Then  there  is  the  ques- 
tion of  whether  or  not  a  physician  will 
take  "assignment"  of  Medicare 
benefits — a  tangled  matter  for  physi- 
cians, patients,  and  program  alike. 

Beneficiaries  who  are  in  nursing 
homes  have  particular  problems  deal- 
ing with  Medicare  and  Medicaid;  so 
do  many  ethnic  groups.  The  aging 


form  an  increasingly  large  percentage 
of  the  population,  and  women  are  a 
growing  proportion  of  the  elderly.  All 
these  factors  affect  how  the  programs 
work. 

With  groups  representing  the  in- 
terests of  the  poor  and  the  elderly,  the 
Federal  Government  is  working  to 
improve  beneficiary  understanding  of 
and  participation  in  Medicare  and 
Medicaid. 

In  December  1979,  HHS  Secretary 
Patricia  Roberts  Harris  created  an 
Office  of  Beneficiary  Services  within 
the  Health  Care  Financing  Admini- 
stration, which  administers  Medicare 
and  Medicaid.  Headed  by  Barney 
Sellers,  the  Office  aims  to  ensure  that 
beneficiaries — all  47  million  of 
them — understand  the  rights  and 
benefits  to  which  they  are  entitled, 
and  most  important,  that  they  get  the 
kind  of  service  and  the  quality  of  care 
that  are  promised  under  the  law. 

Sellers  and  his  staff  spend  con- 
siderable time  in  liaison  with  various 
beneficiary  groups,  such  as  the  Na- 
tional Retired  Teachers'  Association 
(NRTA),  the  American  Association 
of  Retired  Persons  (AARP),  the  Na- 
tional Council  of  Senior  Citizens,  the 
National  Citizen's  Coalition  for 
Nursing  Home  Reform,  and  the  Na- 
tional Senior  Citizens'  Law  Center, 
among  many  others.  These  groups 
have  helped  HCFA  ascertain  the  kind 
of  information  and  assistance 
Medicare  and  Medicaid  beneficiaries 
need  most. 


The  office  has  also  completed  an 
inventory,  by  state  agency,  contrac- 
tor, and  HCFA  region,  of  service  and 
education  projects  directed  toward 
beneficiaries,  and  is  analyzing  the 
adequacy  of  Medicare  information 
materials  directed  toward  the  elderly. 

Counseling  on  "Medigap" 

How  well  beneficiaries  understand 
and  utilize  the  coverage  provided  by 
Medicare,  Medicaid,  and  private  in- 
surance and  health  care  plans  is  of 
major  concern  to  HCFA,  insurance 
carriers,  and  the  various  organiza- 
tions that  represent  the  poor  and  the 
elderly.  The  interaction  among 
federal,  state,  and  private  coverages 
can  be  extremely  complex. 

For  instance,  two-thirds  of  the 
elderly  own  Medigap  insurance 
policies  to  fill  in  the  gaps  in  Medicare 
benefits.  Sometimes,  however,  older 
people  who  fear  their  Medicare 
coverage  is  inadequate  and  who  lack 
proper  information  or  understanding 
concerning  the  program  are  sold  in- 
appropriate policies  by  deceptive  or 
fraudulent  insurance  representatives. 
As  a  result,  these  elderly  use  their 
often  limited  budgets  to  pay  for 
health  care  coverage  that  may  not 
meet  their  needs.  (For  instance,  low- 
income  elderly  who  are  also  eligible 
for  Medicaid  do  not  need  additional 
insurance,   because  Medicaid  pays 
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almost  all  costs,  including  long-term 
nursing  care.) 

For  those  who  do  buy  supplemen- 
tal insurance,  there  is  a  great  deal  of 
misunderstanding  of  what  Medicare 
covers  and  what  the  insurance  covers. 
The  confusion  can  increase  when  the 
carrier  for  both  Medicare  and  Medi- 
gap  insurance  is  the  same  company. 

Consequently,  the  Office  of 
Beneficiary  Services  began  a  nation- 
wide education  program  in  May  with 
the  training  of  volunteer  aides 
through  regional  offices  to  counsel 
the  elderly  on  the  kinds  of  Medigap 
insurance  available.  The  job  of  the 
volunteer  counselors  is  to  explain 
Medicare  coverage  and  the  types  of 
private  supplemental  insurance  and 
help  the  beneificary  decide  whether 
and  how  much  additional  insurance  is 
needed.  The  state-by-state  training  ef- 
fort will  result  in  counselors  working 
with  the  elderly  at  nutrition  sites,  nur- 
sing homes,  senior  centers,  and  other 
community  locations.  Those  trained 
are  expected  to  train  others. 

A  pamphlet  on  Medigap  insurance, 
"Guide  to  Health  Insurance  for  Peo- 


ple with  Medicare,"  developed  last 
year  by  HCFA  and  the  National 
Association  of  Insurance  Commis- 
sioners, is  being  reprinted  for  general 
distribution  to  the  elderly.  A  special 
training  manual  and  slides  were 
developed  by  HCFA  for  use  in  the 
counseling  sessions. 

Volunteers  help  elderly 

Some  regional  offices  of  HCFA 
have  established  beneficiary  aide  pro- 
grams in  their  areas.  Over  1500 
volunteers  regularly  provide  informa- 
tion and  assistance  to  Medicare 
beneficiaries  at  sites  where  the  elderly 
meet.  Volunteers  are  recruited  and 
sites  are  chosen  with  the  help  of  local 
agencies  on  aging  and  voluntary 
elderly  groups.  (A  forerunner  of  these 
programs,  a  pilot  counseling  project 
run  by  the  New  Hampshire- Vermont 
Health  Service,  a  Medicare  in- 
termediary, was  described  in  the 
September/October  1977  issue  of 
Forum.) 

In  all  the  programs,  beneficiary 
aides  help  the  elderly  fill  out  claim 
forms,  and  inform  them  of  their  right 


to  appeal  denied  or  reduced  claim 
payments,  and  answer  questions 
about  program  benefits.  A  request 
for  help  in  developing  a  program 
usually  comes  from  a  local  elderly 
organization,  which  selects  the  loca- 
tion where  the  most  beneficiaries  can 
be  reached  (usually  a  library,  com- 
munity or  senior  center,  hospital,  or 
church)  and  chooses  counselor- 
trainees  from  among  its  membership. 
Staff  from  HCFA  regional  offices 
and  from  local  Medicare  carriers 
train  the  volunteers  in  sessions  lasting 
two  to  four  days. 

Services  provided  by  the  aide  pro- 
grams are  instrumental  in  cutting 
down  unncessary  trips  a  beneficiary 
must  make  to  the  local  social  security 
office  and  in  enhancing  his  or  her 
understanding  of  Medicare  and  self 
confidence  in  using  it.  Another  result 
is  to  reduce  the  number  of  errors  on 
claim  forms  for  medical  insurance, 
which  can  result  in  reduced  or  denied 
payment. 

Counseling  the  elderly  on  Medicare 
and  Medicaid  was  actually  begun  by 
several   voluntary   groups  before 


HCFA  set  up  its  Office  of  Beneficiary 
Services.  Their  experience  has  been 
essential  in  determining  the  specific 
kinds  of  problems  the  elderly  have 
with  Medicare  and  Medicaid.  For 
two-and-one-half  years,  NRTA  and 
AARP  have  been  training  Medicare 
specialists  who  counsel  the  elderly  on 
how  the  program  works,  how  to  in- 
terpret the  Explanation  of  Medicare 
Benefits  notice  sent  to  beneficiaries 
when  benefits  are  paid,  and  how 
beneficiaries  go  about  filing  an  ap- 
peal if  they  feel  a  claim  payment  error 
has  been  made. 

There  are  projects  to  assist  Medi- 
care beneficiaries  scattered  through- 
out the  country.  In  Palm  Beach  and 
Dade  Counties,  Florida,  a  senior  ad- 
visory council  serves  the  interests  of 
the  elderly.  Representatives  of  senior 
organizations  meet  monthly  with  the 
Medicare  carrier  there  to  discuss  such 
problems  as  delays  in  claim 
payments.  The  representatives  then 
report  back  to  their  membership  what 
they  have  learned. 

Payment  delays  in  Palm  Beach 

Also  in  Palm  Beach,  which  has 
100,000  elderly  enrolled  in  Medicare, 
a  beneficiary  aide  program  has  been 
operating  for  two  years.  Beneficiaries 
in  Palm  Beach  have  experienced  long 
delays  in  receiving  claim  payments. 
The  fault,  according  to  the  carrier, 
lies  with  beneficiaries  who  make  er- 
rors and  leave  out  essential  informa- 
tion on  their  claim  forms.  Sixty-five 
elderly  volunteers  meet  with  bene- 
ficiaries at  retirement  condominiums, 
a  shopping  center,  city  hall,  library, 
and  two  community  centers  and  help 
claimants  prepare  over  500  claims  a 
month. 

Carriers,  too,  have  been  starting 
beneficary  services  programs  on  their 
own  initiative.  Bonnie  Bullock  of 
Blue  Cross  and  Blue  Shield  of 
Maryland,  explains: 

"For  some  time  we've  seen  a  need 
to  improve  beneficiary  understanding 
of  Medicare.  Our  first  town  meeting, 
held  in  Baltimore  in  February,  at- 
tracted over  300  people,  most  of  them 
Medicare  and  Medicaid  beneficiaries." 

Their  questions,  she  said,  show  a 
surprisingly  high  level  of  knowledge 
about    benefits.    Many  attendees 


wanted  to  learn  what  kind  of  pro- 
gram coordination  existed  between 
Medicare  and  Medicaid  so  they  could 
determine  what  services  not  covered 
by  Medicare  would  be  picked  up  by 
Medicaid.  They  also  wanted  to  know 
how  Medicare's  "reasonable  charge" 
was  calculated  and  how  to  determine 
beforehand  what  Medicare  would  pay 
for  a  particular  service,  so  as  to 
budget  their  medical  care  expen- 
ditures. Knowing  what  a  supplemen- 
tal policy  covers  also  helps  benefici- 
aries to  plan  their  out-of-pocket 
medical  expenses. 


Today,  only  48  per- 
cent of  all  Medicare 
claims  are  assigned. 


Blue  Cross  and  Blue  Shield  of 
Maryland  found  considerable  com- 
munity support  for  their  educational 
approach.  It  plans  to  hold  similar 
town  meetings  in  other  parts  of  the 
state  having  significant  elderly 
population,  working  in  conjunction 
with  its  district  offices. 

Assignment  causes  confusion 

The  concept  of  assignment  was 
poorly  understood  by  many  persons 
attending  the  Maryland  town 
meetings.  (Assignment  is  one  of  two 
ways  payments  are  made  under  Medi- 
care medical  insurance.  Under  the 
assignment  method,  the  physician  or 
other  supplier  of  services  agrees  to  ac- 
cept the  amount  Medicare  determines 
to  be  the  reasonable  charge  in  full 
payment  for  the  service  provided,  ex- 
cept for  any  deductible  or  coin- 
surance for  which  the  patient  is 
responsible.  Payment  is  made  directly 
to  the  physician  or  supplier.  Under 
the  alternative  method,  the  patient  is 
billed  by  and  pays  the  physician 
directly  and  must  submit  a  claim  to 
Medicare,  which  reimburses  the 
beneficiary.) 

Some  elderly  persons  thought  that, 
if  a  doctor  agreed  to  accept  assign- 
ment, he  could  not  then  send  the  pa- 
tient a  bill.  (The  physician  may 
charge  the  patient,  but  only  for  the 
deductible  and  co-insurance,  which 


Medicare  does  not  pay,  or  for  any 
services  not  covered  by  Medicare.) 

All  Medicare  carriers  provide  toll- 
free  telephone  numbers  from  which 
beneficiaries  can  get  claims-related 
information.  But  there  is  an  apparent 
reluctance  among  many  elderly  to  in- 
quire, perhaps  because  they  feel  in- 
timidated by  the  whole  claims  and 
reimbursement  process. 

A  more  sophisticated  level  of  infor- 
mation is  sought  by  beneficiaries  who 
already  have  a  good  understanding  of 
benefits  and  reimbursement,  as  well 
as  by  the  groups  that  represent  ben- 
ficiary  interests. 

The  problem  is  that,  by  and  large, 
information  concerning  assignment  is 
not  readily  available,  and  determina- 
tion of  reasonable  charge  is  hard  for 
many  to  understand.  The  mechanics 
of  the  latter  are  complex.  Yet,  if  the 
beneficiary  is  to  use  the  program 
wisely,  efficiently,  and  thriftily, 
understanding  benefits  and  reim- 
bursement is  an  important  first  step. 

A  matter  of  choice 

Finding  a  doctor  who  is  likely  to 
take  assignment  may  not  be  simple. 
Physicians  need  not  accept  it,  as  most 
beneficiaries  are  aware.  Indeed,  the 
proportion  of  assigned  claims  under 
Medicare  has  fallen  steadily  since 
1970.  Today  only  48  percent  of  all 
claims  paid  by  Medicare  are  assigned. 
(HFCA  is  supporting  demonstration 
projects  testing  ways  to  improve  the 
rate  at  which  physicians  accept 
assignment.) 

This  declining  use  of  assignment 
measn  that  more  of  the  responsibility 
for  submitting  the  medical  insurance 
claims  and  for  getting  reimbursed 
falls  to  the  patient.  Together  with  the 
fact  that  Medicare  only  pays  an 
average  of  44  percent  of  a  bene- 
ficiary's total  medical  expenses,  it 
also  underscores  the  need  for  the 
elderly  to  be  concerned  and  know- 
ledgable  about  both  the  costs  of 
medical  services  and  the  technicalities 
of  claims  and  reimbursement. 

Still,  most  elderly  beneficiaries 
would  like  to  be  able  to  find  and  stay 
with  a  physician  who  will  consistently 
accept  assigned  payment  from  Medi- 
care for  all  services  provided. 
Whether  or  not  it  is  possible  to 
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develop  reliable  information  as  to 
which  physicians  in  a  community  will 
accept  assignment  is  uncertain.  There 
is  no  assurance  that  a  physician  who 
has  agreed  to  the  assignment  method 
for  one  patient  or  service  will  do  so 
for  another. 

The  Florida  Health  Care  Cost  Con- 
tainment Committee,  working  with 
area  health  systems'  agencies,  Medi- 
care carriers,  and  the  NRTA/  AARP, 
is  surveying  physicians  to  find  out 
how  often  and  under  what  cir- 
cumstances they  accept  assignment 
from  Medicare.  It  is  hoped  that  the 
survey  will  yield  reliable  information 
that  would  help  beneficiaries  to  in- 
crease their  chances  of  finding  assign- 
ment physicians. 

Few  appeals,  but  many  successful 

The  rising  involvement  of  Medicare 
beneficiaries  in  matters  of  claims  and 
reimbursement  has  raised  questions 
about  the  adequacy  of  the  claims'  ap- 
peal process.  Of  claims  submitted  to 
Medicare,  payment  on  almost  70  per- 
cent is  decreased,  HCFA  studies 
show.  Despite  this,  beneficiaries  ap- 
peal only  2  or  3  percent  of  payment 
decisions.  Of  these,  nearly  50  percent 
result  in  partial  or  full  reversal. 

Some  errors  in  payment  are  ob- 
viously due  to  incorrect  or  insuffi- 
cient information  given  by  the 
beneficiary.  Others  are  caused  by  car- 
rier processing  mistakes.  Whatever 
the  reason,  beneficiaries  who  suspect 
an  error  in  payment  are  reluctant  to 
confront  the  system  with  an  appeal. 
In  some  cases,  the  reluctance  may  ac- 
tually be  lack  of  knowledge  about  the 
appeals'  process,  which  Sellers  calls  a 
basic  safeguard  for  ensuring  that 
reimbursement  is  correct. 

"Our  information  is  mainly  anec- 
dotal," he  says,  "but  it  points  to  a 
general  fear  of  making  waves — ap- 
pealing, requesting  consideration,  or 
even  questioning  the  financing 
mechanism  after  payment  has  been 
denied." 

Minority  elderly  need  help 

Feelings  of  intimidation  and  confu- 
sion about  the  bureaucratic  process 
are  probably  highest  among  minority 
elderly.  For  example,  Spanish- 
speaking  elderly,  especially  those  with 


little  formal  education,  may  find  it 
difficult  to  understand  complex  pro- 
gram information  about  Medicare 
and  Medicaid,  even  in  translation. 

Sometimes,  community  assistance 
groups  are  able  to  explain  the 
Medicare  and  Medicaid  programs,  or 
a  younger,  bi-lingual  family  member 
can  help,  according  to  Christina 
Robb  of  the  National  Association  of 
Hispanic  Elderly.  But  she  sees  a 
definite  need  for  outreach,  directly  to 
the  Hispanic  elderly.  They  need  the 
same  kinds  of  assistance,  particularly 
in  filling  out  the  claim  form,  that  is 
available  through  beneficiary  aide 
programs  to  English-speaking  elder- 
ly. 

Joseph  Eaglin  of  the  National 
Center  on  the  Black  Aged  contends 
that  special  assistance  efforts  are  also 
needed  among  black  Medicare 
beneficiaries.  Eaglin  says: 

"I  can't  overemphasize  the  impor- 
tance of  getting  help  to  the  black 
elderly  in  their  own  communities.  It  is 
very  doubtful  that  people  now  being 
trained  to  counsel  Medicare 
beneficiaries  will  go  into  black  com- 
munities. A  special  effort  must  be 
made  to  use  black  trainees  who  will 
help  the  elderly  at  their  senior  centers, 
community  centers,  and  churches." 

The  black  elderly  are  at  a  particular 
disadvantage,  Eaglin  continued, 
because  of  their  fears  about  going  in- 
to unfamiliar  neighborhoods  to  deal 
with  officials  who  are  sometimes 
hostile  toward  them. 

A  major  barrier  for  the  black  elder- 
ly, he  adds,  is  the  failure  of  state  and 
federal  agencies  to  provide  continuity 
of  services  among  the  Medicaid, 
Medicare,  and  Supplemental  Security 
Income  programs.  Many  black  elder- 
ly women,  for  example,  spend  years 
of  their  lives  rearing  first  their  own 
children,  then  their  grandchildren, 
with  assistance  from  Aid  to  Families 
With  Dependent  Children  and  Medi- 
caid. Once  these  women  reach  an  age 
when  they  become  eligible  for 
Medicare,  and  perhaps  SSI  assist- 
ance, the  social  workers  they  have 
been  dealing  with  for  years  may  not 
be  able  to  help  them  transfer  eligibili- 
ty information  about  themselves. 

Churches  are  particularly  good 
sites    for   giving   information  and 


assistance,  since  the  elderly  make  up  a 
good  portion  of  church  memberships. 
Many  churches  in  black  communities 
are  willing  and  able  to  provide  infor- 
mation and  referral  on  available 
health  and  social  services. 


Many  elderly  distrust 
Medicare  workers. 
This  is  why  Medicare 
counselors  who  are 
their  peers  are  impor- 
tant to  them. 


Through  churches,  Eaglin  ex- 
plained, "beneficiary  aides  can  help 
the  elderly  get  SSI  eligibility 
documentation  together  and  accom- 
pany them  on  interviews  and  other 
necessary  visits.  Aides  can  also  help 
older  people  understand  their  Medi- 
care benefits  and  assist  them  in  filling 
out  claim  forms." 

As  to  the  elderly's  fear  of  the 
bureaucratic  character  and  processes 
of  Medicare,  William  C.  McMorran 
of  NRTA/AARP  says: 

"They  simply  don't  know  how  to 
cope  with  the  system.  They  distrust 
Medicare  workers,  and  this  is  why 
Medicare  counselors  who  are  their 
peers  are  important  to  them." 
McMorran  feels  that  HCFA  should 
continually  reach  out  to  the  elderly  to 
explain  how  Medicare  works. 

Counseling  in  nursing  homes 

Such  outreach  is  especially 
necessary  for  the  elderly  in  nursing 
homes,  according  to  Elma  Griesel, 
executive  director  of  the  National 
Citizens'  Coalition  for  Nursing  Home 
Reform.  Those  residents  who  are  able 
to  deal  with  and  understand  the  reim- 
bursement process  often  need  infor- 
mation and  counseling  to  understand 
fully  benefits  for  which  they  are  eligi- 
ble and  the  portions  of  bills  for  which 
they  are  liable.  The  same  services 
ought  to  be  available  to  family  and 
staff  who  must  oversee  completion  of 
claim  forms  and  payment  of  benefits 
for  patients  unable  to  handle  this 
themselves. 
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Griesel  also  believes  the  Office  of 
Beneficiary  Services  should  involve 
itself  and  play  an  advocacy  role  in 
two  other  issues  that  she  calls  of 
crucial  concern  in  the  protection  of 
nursing  home  residents:  patient  rights 
and  patient  transfer. 

She  would  like  to  see  extensive 
education  of  providers,  families,  and 
nursing  home  residents  on  patient 
rights.  To  assure  their  rights  and  the 
quality  of  life  within  the  nursing 
home,  patients  must  be  given  privacy, 
protection  of  funds  and  property, 
and  involvement  in  decisions  affec- 
ting their  care,  she  says. 

HCFA  should  also  take  a  protec- 
tive stance,  Griesel  believes,  with 
respect  to  transfer  of  patients.  Such 
transfers  have  been  implicated  in  in- 
creased death  rates  among  nursing 
home  patients.  When  patients  are  in- 
voluntarily transferred — whether  to 
another  room  within  the  facility  or  to 
another  nursing  home — they  have  a 
right  to  advance  notice  and  to  express 
their  wishes  before  a  decision  is 
made.  These  rights  are  frequently 
violated.  Particular  care,  she  said, 
should  be  used  in  situations  in  which 
payment  for  nursing  home  care  is 
transferred  from  private  sources  to 
Medicaid  and  Medicare,  with 
possibly  a  corresponding  change  in 
the  kinds  of  services  provided.  (HHS 
has  issued  new  regulations  on  patient 
rights  in  nursing  homes.  See  "Up- 
date" section.) 

Elderly  on  the  increase 

Today,  the  elderly  (those  65  and 
over)  comprise  1 1  percent  of  the 
population;  this  is  expected  to  double 
in  50  years.  But  these  elderly  will  lead 
increasing  active,  healthy  lives. 
Almost  certainly,  they  will  play  an 
important  role  in  determining  the 
shape  of  health  care  benefits  and  the 
policies  by  which  programs  affecting 
older  people  are  developed  and 
changed.  They  can  translate  their  ex- 
perience with  the  health  care  system 
into  ways  to  improve  it. 

Further,  "the  problems  of  old  age 
in  America  are  largely  the  problems 
of  women,"  asserts  Dr.  Robert 
Butler,  director  of  the  National  In- 
stitute on  Aging,  another  agency  of 
HHS.  Not  only  do  older  women 


make  up  the  fastest  growing  popula- 
tion group  in  the  United  States,  they 
constitute  the  most  rapidly  increasing 
poverty  group.  Of  the  five  million 
older  women  living  alone,  half  of 
them  have  yearly  incomes  less  than 
$3,000.  For  elderly  black  women,  the 
figure  is  under  $2,000.  Overall,  the 
poverty  rate  among  older  women  is 
65  percent  higher  than  that  of  men. 

By  1985,  it  is  estimated  there  will  be 
twice  as  many  women  over  age  65  as 
men.  Coupling  this  with  the  fact  that 
today  nearly  three-quarters  of  all  nur- 
sing home  residents  are  women, 
government  policy  makers  and  pro- 
gram planners  are  becoming  aware 
that  special  attention  will  be  needed 
to  the  problems  of  women  relating  to 
rights  and  access  to  care,  and  restruc- 
turing of  benefits,  especially  in  the 
area  of  long-term  care. 

Medicaid  differs 

Problems  that  beneficiaries  under 
Medicaid  face  are  different  than 
those  under  Medicare.  Normally 
health  care  services  to  Medicaid 
beneficiaries  are  paid  in  full  by 
federal  and  state  funds,  and 
beneficiaries  are  not  liable  for  any 
portion  of  the  costs.  One  problem 
beneficiaries  face  is  access  to  care: 
finding  a  nearby  physician  who  will 
take  Medicaid  patients;  getting  the 
necessary  and  appropriate  care  to 
which  they  are  entitled;  and  getting 
full  services  under  such  special  efforts 
as  Medicaid's  Early  Periodic  Screen- 
ing, Diagnosis,  and  Treatment  pro- 
gram. Some  Medicaid  beneficiaries, 
misunderstanding  the  program,  pay 
for  medical  services  that  Medicaid 
would  cover. 

Under  law,  a  state  has  certain 
prerogatives  to  restrict  eligibility  for 
its  Medicaid  program.  As  a  result, 
some  of  the  poor  are  ineligible  for 
Medicaid  benefits  and  go  without 
adequate  health  care.  The  Child 
Health  Assistance  Program,  pending 
before  the  Congress,  sets  eligibility 
according  to  national  income  stan- 
dards, which  will  extend  coverage  to 
two-thousand  more  women  and 
children  and  one-hundred  million 
more  pregnant  women. 

The  virtual  absence  of  national 
membership  organizations  to  repre- 


sent the  specific  interests  of  the  poor 
forms  an  impediment  to  the  transmis- 
sion of  information  and  guidance 
about  Medicaid  to  beneficiaries.  In 
contrast  to  the  many  voluntary 
groups  speaking  on  behalf  of  the 
elderly,  the  poor  have  not  had 
uniformly  effective  national  ad- 
vocates since  the  welfare  rights  move- 
ment of  the  late  sixties.  There  is  now 
a  plethora  of  state  and  local  legal  aid 
and  consumer  interest  groups,  but- 
tressed by  national  legal  services' 
"back-up  centers." 


Some  of  the  poor  are 
ineligible  for  Medicaid 
benefits  and  go 
without  adequate 
health  care. 


Determining  how  to  best  assure 
Medicaid  services  to  the  eligible 
population  and  exploring  effective 
techniques  and  media  to  reach  them 
are  major  tasks  of  the  Office  of 
Beneficiary  Services. 

Assuring  quality  of  services 

Other  HCFA  units  are  concerned 
with  how  well  Medicare  contractors 
perform  in  responding  promptly  and 
accurately  to  claim  inquiries  from 
beneficiaries.  The  Bureau  of  Program 
Operations  has  established  standards 
for  such  performance  for  hospital  in- 
surance (Part  A)  and  expects  to  have 
them  for  medical  insurance  (Part  B) 
by  this  fall.  The  Bureau  also  conducts 
utilization  reviews,  mandated  by 
Congress,  to  ensure  that  the  poor  and 
elderly  enrolled  under  Medicare  are 
not  "warehoused"  in  institutions. 
Regional  and  state  reviews  are 
regularly  conducted  to  determine  that 
patients  are  being  given  the  correct 
level  of  care  and  are  periodically 
recertified  for  care.  By  surveying  a 
random  sample  of  applicable  institu- 
tions, HCFA  makes  sure  that  patients 
have  a  plan  of  care  and  that  quality  of 
services  and  patient  treatment  under 
Medicare  are  adequate. 

With  respect  to  state  Medicaid  pro- 
grams, the  Bureau  plans  to  measure 
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the  amount,  duration,  and  scope  of 
delivery  of  services  under  Medicaid  in 
terms  of  actual  performance.  Until 
now,  services  were  judged  adequate  if 
such  features  as  freedom  of  provider 
choice  and  transportation  to  a  physi- 
cian were  included  in  a  state's  Medi- 
caid manual. 

Performance  guides  are  also  being 
applied  to  state  Medicaid  advisory 
committees  to  ensure  that  they  are 
composed  of  members  from  the 
beneficiary  and  consumer  communi- 
ty, that  provider  participation  in  the 
program  is  adequate,  and  that  the 
committees  make  recommendations 
to  the  state  Medicaid  agency. 

Another  HCFA  unit  concerned 
with  performance  standards  for 
beneficiary  services  is  the  Bureau  of 
Quality  Control.  It  administers  a  new 
quality  control  system  that  measures 
how  effectively  state  Medicaid  agen- 
cies fulfill  requirements  of  recent 
regulations  relating  to  the  Early  and 
Periodic  Screening,  Diagnosis  and 
Treatment  Program  for  children. 

Beneficiary  education  and  aware- 
ness are  topics  of  HCFA-funded 
research  and  demonstration  projects. 
Also  being  studied  are  kinds  of 
technical  assistance  that  can  be  given 
voluntary  beneficiary  groups  to  help 
them  improve  their  ability  to  gather 
and  disseminate  information  on 
beneficiary  activities. 

Beneficiaries'  help  sought 

The  nearly  fifty  million  people  who 
receive  Medicare  or  Medicaid  benefits 
or  both,  as  well  as  other  citizens,  have 
the  right  and  obligation  to  help  define 
and  shape  these  public  programs  ac- 
cording to  changing  needs.  As  in- 
dicated, many  special  groups 
representing  women,  the  handicap- 
ped, and  minorities  are  now  formu- 
lating concrete  suggestions  and  advice 
on  what  HCFA  and  its  Office  of 
Beneficiary  Services  should  be  doing 
to  help  beneficiaries. 

The  Office  of  Beneficiary  Services 
is  establishing  liaison  with  these  and 
other  groups  that  represent 
beneficiaries,  Seller  says.  Special  at- 
tention is  planned  to  the  information 
and  service  needs  of  children,  the 
disabled,  and  non-English-speaking 
persons,  as  well  as  the  poor. 


"Working  cooperatively  with 
HCFA  components,  its  contractors, 
and  state  agencies,  this  Office  expects 
to  make  a  difference,  both  in 
beneficiary    understanding    of  the 


Medicare  and  Medicaid  programs 
and  in  beneficiary  contributions  to 
HCFA  policy  and  regulatory  pro- 
cesses. Our  efforts  are  aimed  at 
achieving  these  goals."  ■ 


Advocates  speak  out 

HCFA  has  an  obligation  to  re- 
spond to  the  need  and  demands  for 
useful  and  complete  information 
about  Medicare  and  Medicaid. 
This  is  the  dominant  idea  expressed 
by  spokespersons  of  groups  that 
advocate  the  concerns  of  benefi- 
ciaries of  the  two  programs. 

Robert  Lightman  of  the  Na- 
tional Council  of  Senior  Citizens 
argues  that  Medicare  beneficiaries 
should  have  all  the  information 
they  need  in  order  to  use  the  pro- 
grams to  their  fullest  potential. 

"This  means  being  able  to  find 
doctors  who  will  take  assignment, 
exercising  all  their  rights  and 
privileges  under  the  program,  and 
making  sure  they  get  the  health  ser- 
vices they  need.  The  fact  that 
health  concerns  are  the  number 
one  interest  of  the  elderly  means 
the  motivation  is  there.  It  is  a 
specific  area  in  which  the  Health 
Care  Financing  Administration 
can  accomplish  much." 

But  lack  of  beneficiary  know- 
ledge about  the  mechanics  of 
Medicare  and  Medicaid  is  only  a 
small  part  of  the  total  problem  that 
beneficiaries  face,  according  to 
Mark  Kleiman  of  the  Consumer 
Coalition  for  Health. 

"Beneficiaries  have  to  get 
HCFA  on  their  side,  because 
HCFA  has  not  always  been 
responsive  to  their  major  pro- 
blems," he  says.  "For  example, 
the  legislation  prohibits  providing 
services  that  are  not  medically 
necessary,  yet  HCFA  spends 
millions  on  drugs  that  the  FDA 
says  have  not  been  proved  effec- 
tive." 

Kleiman  is  concerned  about 
what  he  says  are  the  discriminatory 
results  of  some  of  HCFA's  cost- 
saving  efforts.  Hospitals  serving 
the  city  poor  and  minorities,  he 
says,  "are  going  broke  on  Medi- 
caid and  Medicare  reimbursement 


rates,"  and  trying  to  absorb  the 
costs  of  giving  the  poor  the  health 
care  services  they  can't  get  any- 
where else. 

In  the  process  of  controlling 
hospital  costs — for  example  in  pro- 
posing Medicare  reimbursement 
for  the  transitional  costs  a  hospital 
incurs  while  trying  to  reduce  excess 
capacity — care  should  be  taken  to 
assure,  Kleiman  emphasizes,  that 
poor  and  minority  populations  still 
have  access  to  the  care  they  need. 

Concern  over  access  to  services 
among  the  poor  is  also  expressed 
by  David  Chavkin,  director  of  the 
National  Health  Law  Program, 
which  mainly  represents  the  in- 
terests of  the  poor  in  the  area  of 
health  care.  Chavkin  too  feels  that 
HCFA  must  advocate  for  the  poor 
as  well  as  the  elderly  and  must  en- 
force the  contracts  it  has  with  the 
states  to  provide  Medicaid  ser- 
vices. 

Some  Medicaid  programs  con- 
tinue to  operate  while  violating  the 
regulations  governing  the  program 
mainly  because  "there  is  no  respect 
for  the  compliance  process.  And 
there  never  will  be  as  long  as  the 
first  and  last  resort  is  the  with- 
drawal of  federal  matching 
funds,"  he  believes. 

Also  federal  monitoring  of  state 
Medicaid  programs  is  deficient, 
Chavkin  says.  Improvement  would 
result,  he  believes,  if,  before  com- 
pliance review  teams  even  entered 
a  state,  they  would  first  get  in 
touch  with  beneficiary  groups  to 
gain  information  about  actual 
beneficiary  experience  with  denial 
of  eligibility  and  services. 

He  recommends  that  HCFA 
meet  regularly  with  groups  that 
represent  and  advocate  beneficiary 
concerns,  "in  the  same  way  that 
the  Administrator  meets  regularly 
with  state  Medicaid  directors,"  to 
gain  their  first-hand  knowledge 
and  experience  with  the  program. 
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For  the  physician  seeing  large  numbers  of  Medicaid 
patients,  the  images  painted  by  Norman  Rockwell 


Is  It  True 
What  They 
Say about 
Medicaid  mills? 


are  shattered.  No  more  good-natured  grandfathers  mend- 
ing broken  dolls  or  treating  freckle-faced  boys.  No  more 
nostalgia  about  the  homelike  comfort  of  the  nearby  doc- 
tor's office. 

Public  hearings,  investigations,  and  the  media  have 
sketched  a  new  portrait:  A  money-hungry  charlatan 
becoming  extraordinarily  wealthy  through  the  publicly- 
financed  Medicaid  program.  A  turncoat  doctor  who  vic- 
timizes the  poor  and  medically  needy — giving  inade- 
quate, inappropriate,  and  even  unnecessary  services.  An 
opportunist,  running  a  shabby  operation  out  of  a  filthy 
office. 

Investigations  by  Senator  Frank  Moss  have  spotlighted 
fraud  and  abuse  in  large  Medicaid  practices.  His  team  of 
researchers  found  instances  in  which  practices  were  func- 
tioning as  "Medicaid  mills:"  ambulatory  health  care 
operations  set  up  to  maximize  profits  by  serving  a  large 


by  James  E.  Kendrick 


AUGUST  1980  /  HCFA  FORUM 


number  of  Medicard-eligible  patients.  The  physicians  in- 
volved were  poorly  trained,  had  few  credentials,  and  gave 
patients  as  little  as  three  minutes  of  attention  during  an 
office  visit.  Moreover,  they  ordered  unnecessary  income- 
producing  services,  received  kickbacks  from  laboratories, 
and  submitted  fraudulent  bills. 

Exception  or  rule? 

But  such  fraud  and  abuse  may  be  the  exception  rather 
than  the  rule,  according  to  a  recent  study.  Most  physi- 
cians with  large  Medicaid  practices  (defined  as  those  in 
which  30  percent  or  more  of  the  patients  are  Medicaid 
beneficiaries)  fits  the  image  of  neither  Rockwellian 
nostalgia  nor  mercenary  villain.  Positive  findings  on  such 
physicians  show  that  they: 

•  Average  about  the  same  income  as  those  whose  case- 
loads include  only  a  small  proportion  of  Medicaid  bene- 
ficiaries; 

•  Are  more  often  found  in  small  cities,  rural  areas, 
and  the  South  than  in  large,  urban  ghettos; 

•  Do  not  order  significantly  more  income-generating 
ancillary  services  than  other  physicians,  except  for  injec- 
tions; 

•  Do  not  mark  up  fees  over  costs  excessively  when 
compared  to  other  physicians; 

•  Are  solo  practitioners,  rather  than  members  of  a 
large  clinic. 

On  the  negative  side,  office  visits  to  physicians  with 
large  Medicaid  practices  do  tend  to  be  shorter,  but  only 
by  a  few  minutes.  Generally,  such  physicians  have  in- 
ferior background  and  training,  when  compared  to  prac- 
titioners serving  small  numbers  of  Medicaid  patients. 
They  have  fewer  credentials,  such  as  board  certification, 
and  more  have  been  graduated  from  foreign  medical 
schools. 

Some  Medicaid  physicians  enjoy  conspicuously  high 
incomes.  One  out  of  five  has  an  income  of  $80,000  a  year 
or  more.  For  this  exceptional  group,  the  general  practi- 
tioners are  at  the  top,  averaging  $101,453,  and  the  pedia- 
tricians the  least  well  off,  making  do  on  $92,592. 

This  new  picture  emerges  from  a  study,  Large  Medi- 
caid Practices:  Are  They  Medicaid  Mills?*  by  Janet  B. 
Mitchell,  Ph.D.,  of  Boston  University,  and  Jerry  Crom- 
well, Ph.D.,  of  Health  Economics  Research,  Inc. 

They  analyzed  information  collected  during  a  1977 
survey  by  the  National  Opinion  Research  Center  of  a  na- 
tionally representative  sample  of  3,482  physicians  in  15 
specialties.  All  surveyed  were  in  private  practice, 
although  group  practices  with  ten  or  more  physicians 
were  excluded.  The  Mitchell-Cromwell  study  also  com- 
pared the  survey  results  with  1976  cost  and  income  data. 
(Both  study  and  survey  were  funded  by  the  Health  Care 
Financing  Administration.) 

"We  can  be  fairly  confident  about  our  conclusions," 
Dr.  Mitchell  said  in  an  interview.  "They  are  based  on 


data  from  a  large,  carefully  selected  sample  of  physi- 
cians." 

Medicaid  and  the  reluctant  physician 

If  Medicaid  seeks  to  move  its  beneficiaries  into  the 
mainstream  of  America's  health  care  delivery  system,  the 
statistics  argue  that  such  a  goal  is  as  yet  unrealized. 
Whether  because  of  Medicaid's  typically  low  fee 
schedule,  opposition  to  government  intervention  in  the 
financing  of  health  care,  or  other  reasons,  many  physi- 
cians are  clearly  relectant  to  care  for  program  benefici- 
aries. Nearly  one-fourth  of  the  nation's  300,000  physi- 
cians do  not  participate,  while  another  half  see  only  one- 
quarter  of  Medicaid's  patients. 

Care  for  the  remaining  three-quarters  of  the  Medicaid 
population  is  rendered  by  one-fourth  of  the  physicians. 
Indeed,  the  concentration  is  so  great  that  about  5  percent 
of  physicians  serve  nearly  a  third  of  this  population. 

The  one  out  of  seven  physicians  with  large  Medicaid 
practices  offers  a  focal  point  for  evaluating  the  costs  and 
services  financed  by  Medicaid.  On  average,  42  percent  of 
their  patients  receive  Medicaid.  In  turn,  most  Medicaid 
patients  have  access  to  a  limited  number  of  physicians — 
and  frequently  these  are  among  the  few  with  large  Medi- 
caid practices. 


One  of  five  Medicaid  physicians 
has  an  income  of  $80, 000  a  year 
or  more. 


Thus  patients  and  physicians  tend  to  be  in  the  same 
boat.  A  critical  analysis  of  these  physicians  reflects  much 
about  the  costs  and  quality  of  health  care  available  for 
millions  of  Medicaid  patients. 

Large  practices  in  Rockwell  country 

Media  attention  has  concentrated  on  so-called  Medi- 
caid mills  in  the  large,  central-city  ghetto,  suggesting  that 
this  is  the  customary  habitat  of  large  Medicaid  practices. 
Such  is  not  the  case. 

Three  out  of  every  five  are  in  Norman  Rockwell  coun- 
try— small  cities  and  rural  areas.  Only  two  out  of  every 
five  are  in  large  metropolitan  areas.  This  is  the  same  pat- 
tern of  distribution  characteristic  of  practices  with  small 
Medicaid  caseloads. 

But  what  of  those  few  physicians  who  earn  very  high 
incomes  from  large  numbers  of  Medicaid  patients?  Sure- 
ly they  are  located  in  big  cities. 

Physicians  who  earn  $80,000  or  more  a  year  are  indeed 
atypical,  but  the  difference  is  surprising.  Four  out  of 
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every  five  practice  in  small  cities  and  rural  areas,  with 
only  one  of  five  in  big  cities  (see  Figure  1). 

The  majority  of  LMPs  are  in  the  South  and  West,  not 
the  older  industrial  communities  of  the  North.  The  excep- 
tion is  the  physician  with  extra-large  Medicaid  caseloads, 
where  at  least  half  of  the  patients  are  program  benefici- 
aries. Over  50  percent  of  these  physicians  are  located  in 
small  cities  of  the  Northeast. 

Making  a  living  through  Medicaid 

Most  LMP  physicians  do  not  make  extraordinary  in- 
comes. Their  earnings  are  similar  to  practices  with  small 
Medicaid  caseloads. 

Comparing  general  practitioners  having  large  Medicaid 
caseloads  with  counterparts  having  few  Medicaid  patients 
shows  that  the  former  earn  about  $53,100  a  year — about 
$3,700  less  than  the  latter.  General  surgeons  with  large 
Medicaid  practices  seem  to  fare  slightly  better,  earning 
about  $72,200  a  year — or  $3,400  more  than  their  counter- 
parts. Among  pediatricians,  those  with  many  Medicaid 
patients  constitute  the  "low-income"  group,  averaging 
about  $47,200 — several  thousand  less  than  the  compara- 
tive specialists.  Additional  comparisons  for  internists  and 
obstetricians-gynecologists  are  shown  in  Figure  2. 

Averages  can  be  misleading,  of  course.  Two-thirds  of 
physicians  with  large  Medicaid  practices  earn  between 
$40,000  and  $60,000  a  year,  but  an  additional  one  out  of 
every  five  earns  less  than  $40,000. 

General  practitioners  with  small  Medicaid  caseloads 
have  a  better  chance  of  earning  over  $60,000  a  year  than 
do  those  with  large  caseloads.  Of  the  former,  36  percent 
fall  into  this  upper  range,  compared  to  only  14  percent 
for  large  Medicaid  practices. 

The  average  physician  with  a  large  Medicaid  practice 
earns  a  net  hourly  wage  of  $23.63,  Mitchell  and  Crom- 
well estimate.  Physicians  with  extra-large  Medicaid  case- 
loads (where  at  least  half  of  the  patients  are  beneficiaries) 
average  even  less — $18.22  an  hour.  These  hourly  earnings 
vary  little  from  the  $24.40  for  physicians  with  small 
Medicaid  practices  and  $23.69  for  physicians  with  no 
Medicaid  patients. 


Figure  1. 

Distribution  of  Practices  by  Community  Size 
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Since  Medicaid  fees  per  visit  are  typically  lower,  the 
physician  with  a  large  Medicaid  practice  must  maintain  a 
larger  caseload  and  schedule  more  patient  visits  each 
week  to  keep  up  financially  with  his  or  her  peers. 

This  physician  averages  188  total  visits  a  week,  some- 
what more  than  those  with  small  Medicaid  practices  (169) 
and  practitioners  seeing  no  Medicaid  patients  (157). 
Despite  the  larger  caseloads,  however,  they  do  not  work 
significantly  longer  than  the  other  practitioners,  in  part 
because  visits  to  them  average  a  minute  or  two  less  in  dur- 
ation. 

High-income  practitioners 

Despite  dollar  limitations  on  Medicaid  fees,  one  of 
every  five  physicians  with  a  large  Medicaid  practice  earns 
at  least  $80,000  a  year.  This  group  averages  $96,447  year- 
ly or  $37.49  hourly. 

Most — two  out  of  every  five — high-income  physicians 
seeing  many  Medicaid  patients  are  general  surgeons.  In- 
ternists make  up  nearly  one-third  of  the  group,  but 
general  practitioners  constitute  only  one  out  of  seven 
members  of  these  top  Medicaid  moneymakers.  Obstetri- 
cians-gynecologists and  pediatricians  make  up  9  and  5 
percent  of  this  group,  respectively. 

On  average,  physicians  with  large  Medicaid  practices 
spend  less  time  with  patients  during  office  visits  (17.8 
minutes)  than  do  physicians  with  small  or  no  Medicaid 
practices  (19.6  minutes  and  22  minutes  respectively), 
although  the  difference  is  small. 

Three-fifths  of  these  physicians  are  located  in  the 
South.  Nearly  a  quarter  are  in  the  West,  and  just  over 
one-tenth  are  in  the  North  Central  region.  Very  few  are  in 
the  Northeast. 

Southern  physicians  who  see  Medicaid  patients  can 
earn  higher  incomes  than  their  colleagues  in  other  regions 
partly  because  states  in  the  South  pay  Medicaid  fees  that 
are  closer  to  or  the  same  as  fees  for  non-Medicaid  pa- 
tients. Only  Mississippi  has  a  fixed-fee  schedule  for  reim- 
bursing physicians  for  Medicaid  cases.  The  other 
Southern  states  reimburse  on  the  basis  of  "usual, 
customary,  and  reasonable"  procedures.  In  other  regions 


Figure  2. 
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of  the  country,  the  fixed-fee  schedule  is  the 
norm — establishing  Medicaid  fees  well  below  those  paid 
by  other  health  care  plans. 

The  Medicaid  practitioner  with  a  high-income  receives 
an  average  of  $21.88  in  gross  revenues  for  each  office 
visit.  This  is  better  than  six  dollars  above  the  gross 
revenues  for  all  physicians  with  large  Medicaid  practices 
and  more  than  four  dollars  higher  than  the  revenues  of 
practitioners  with  small  Medicaid  caseloads  (the  latter 
presumably  can  set  any  fee  that  fits  local  market  condi- 
tions). 

The  widest  absolute  gap  in  fees  charged  appears  to  be 
for  internists  with  high  incomes  and  large  Medicaid  prac- 
tices, who  gain  seven  dollars  more  in  gross  revenues  for  a 
visit  than  the  average  physician  with  a  small  Medicaid 
caseload  ($25.47  versus  $18.46). 

In  addition  to  grossing  more,  the  high  income  physi- 
cians seeing  many  Medicaid  patients  also  keep  more 
money  for  themselves.  On  the  average,  they  pocket  75 
cents  out  of  every  dollar  grossed,  well  above  the  60  cents 
for  large  Medicaid  practices  as  a  whole  and  65  cents  for 
practices  with  small  Medicaid  caseloads. 

High  patient  load 

Another  way  a  physician  achieves  an  unusually  high  in- 
come is  by  seeing  a  large  number  of  patients  each  week.  It 
is  not  unusual  to  find  physicians  in  this  group  scheduling 
200  or  more  visits  a  week. 

Why  does  a  physician  see  this  many  patients?  The 
researchers  did  not  examine  motives,  but  some  possible 
reasons  might  include  the  unavailability  of  other  physi- 
cians willing  to  care  for  Medicaid  patients,  an  outright 
shortage  of  physicians  in  certain  communities,  or  a  desire 
to  maximize  income. 

It  is  difficult  to  generalize  about  high-income  physi- 
cians with  large  Medicaid  practices.  Three-fifths  of  them 
enjoy  higher  gross  revenues  by  accident  of  being  located 
in  the  South,  where  more  liberal  Medicaid  reimburse- 
ments prevail.  Also  the  mixture  of  cases  they  see  may  dif- 
fer significantly  from  that  of  other  groups  of  physicians. 
To  illustrate,  surgeons — who  make  up  two-fifths  of  the 

Figure  3. 
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group — perform  operations,  which  increase  revenues. 
Because  they  are  more  specialized  than  physicians  with 
large  Medicaid  practices  in  general,  they  may  perform 
services  that  command  higher  fees. 

These  high-income  physicians  do  spend  less  time  with 
each  Medicaid  patient — but  high-income  practitioners 
with  small  Medicaid  caseloads  also  devote  less  time  to 
each  patient.  "If  short  visit  lengths  are  a  sign  of  mills," 
according  to  Mitchell  and  Cromwell,  "then  there  must  be 
Blue  Shield  and  Medicare  'mills'  being  run  by  other  high- 
income  physicians." 

What  a  physician  actually  earns  depends  upon  various 
factors.  Revenues  are  generated  through  charges  for 
visits,  special  procedures,  and  ancillary  services.  To  il- 
lustrate, in-office  surgery,  laboratory  tests,  injections, 
and  X-rays  can  all  generate  income.  For  specialists,  there 
can  be  fees  for  special  procedures — such  as  electrocardi- 
ograms, proctoscope  examinations,  spinal  punctures, 
hernia  repairs,  and  delivery  of  babies. 

Then  there  are  costs — for  office  space,  personnel, 
equipment,  laboratory  tests,  insurance,  bookkeeping, 
and  the  like.  Theoretically,  the  LMP  physician  schedul- 
ing 188  visits  a  week  would  be  expected  to  incur  weekly 
expenses  of  about  $1,163,  according  to  projections  de- 
rived from  data  in  the  Mitchell  and  Cromwell  study.  The 
amount  left  after  expenses  is  net  income. 

Medicaid  profiteering? 

Is  the  physician  with  a  large  Medicaid  practice  is  profi- 
teering from  the  program  through  high  fees,  high  profit 
margins,  and  extra  charges  for  unnecessary  ancillary  ser- 
vices? The  answer  is  of  great  interest  to  Medicaid  admin- 
istrators at  both  the  federal  and  state  levels  and  to  tax- 
payers. 

On  the  whole,  the  physicians  studied  appear  to  be  re- 
ceiving rather  modest  payments  for  Medicaid  patients, 
and  their  profit  margins  are  equally  restrained.  Their 
average  revenue  per  patient  visit  is  $15.31  gross,  com- 
pared to  $17.18  for  physicians  with  small  Medicaid  prac- 
tices. Even  more  striking,  the  physicians  with  extra-large 
Medicaid  practices  gross  $11.75  a  visit. 
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Profit  margins  are  relatively  low  for  large  Medicaid 
practices.  Out  of  the  $15.31  received  in  gross  revenues,  an 
average  of  $6.19  in  practice  costs  is  paid  out — leaving 
$9.12  in  net  revenue  or  income.  This  is  more  than  two 
dollars  under  the  net  revenue  of  practitioners  with  small 
Medicaid  caseloads. 

The  extra-large  Medicaid  practice  nets  only  $6.51,  and 
the  physician  who  sees  no  Medicaid  beneficiaries  nets 
$10.95.  Physician  revenues  and  costs  per  patient  visit  are 
summarized  in  Figure  3. 

In  terms  of  ancillary  services,  physicians  seeing  many 
Medicaid  patients  do  not  order  extraordinary  numbers  of 
laboratory  tests,  x-rays,  or  office  surgery.  They  order 
laboratory  tests  for  about  37  percent  of  office  visits,  but 
physicians  with  no  Medicaid  patients  order  such  tests  in 
nearly  42  percent  of  office  visits. 

However,  physicians  with  large  Medicaid  practices  do 
order  injections  much  more  frequently.  This  is  done  for 
about  three  out  of  every  ten  visits — compared  to  fewer 
than  two  in  ten  physicians  with  small  or  no  Medicaid 
caseloads.  A  profile  of  the  use  of  ancillary  services  is 
presented  in  Figure  4. 

Solo  practice  typical 

Who  is  this  person  caring  for  large  numbers  of  Medi- 
caid patients?  How  does  he  or  she  fit  into  the  general  pic- 
ture of  health  care  in  America? 

We  do  not  have  sufficient  information  to  paint  the  en- 
tire picture,  but  there  are  enough  clues  to  offer  at  least  a 
rough  sketch.  Clearly,  the  typical  physician  with  a  large 
Medicaid  practice  is  a  solo  practitioner.  Four  out  of  five 
practice  alone.  By  comparison,  about  six  of  every  ten 
physicians  with  small  Medicaid  practices  practice  alone, 
as  do  seven  of  ten  with  large,  high-income  Medicaid 
caseloads. 

Not  counting  sub-specialties,  three  out  of  ten  are 
internists.  Another  three  are  general  practitioners,  and 
two  are  general  surgeons.  The  remaining  two  are  about 
equally  divided  between  the  OB/GYN  and  pediatric 
specialties. 

This  is  not  the  case,  though,  for  extra-large  Medicaid 
practices.  Of  these,  nearly  60  percent  are  general  prac- 
tices, and  internists  are  only  about  half  as  frequently 
found  as  among  physicians  with  large  Medicaid  practices 
(see  table). 
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Credentials  gap 

A  profile  of  physicians  with  large  Medicaid  practices  is 
incomplete  without  addressing  their  credentials  and  train- 
ing. While  some  would  question  whether  credentials  are  a 
valid  measure  of  competence,  it  is  clear  that  physicians 
caring  for  large  caseloads  of  Medicaid  patients  fall  short 
in  terms  of  qualification. 

About  one  out  of  every  five  was  trained  at  a  medical 
school  outside  the  U.S.,  compared  to  one  out  of  eight  for 
practices  with  small  Medicaid  caseloads.  Since  there  are 
no  uniform  international  standards  for  medical  schools 
comparable  to  U.S.  standards  there  is  concern  that  such 
schools  may  offer  generally  inferior  training. 

These  physicians  are  less  likely  to  be  board-certified — 
three  in  ten,  compared  to  four  in  ten  for  practitioners 
with  small  Medicaid  practices.  Those  in  extra-large 
Medicaid  practices  lag  even  farther  behind,  with  only  15 
percent  board-certified. 

Nearly  half  of  the  physicians  in  extra-large  Medicaid 
practices  are  60  years  of  age  or  older.  This  is  a  neutral 
characteristic,  but  some  policymakers  express  the  con- 
cern that  a  disproportionate  share  of  older  physicians 
may  not  be  keeping  up  to  date  medically. 

"Some  of  the  older  physicians  went  to  school  back  in 
the  1920s,"  Dr.  Mitchell  said,  "and  their  schools  may  not 
even  exist  today.  Many  of  the  defunct  schools  simply 
couldn't  meet  quality  standards." 

The  Mitchell  and  Cromwell  study  postulated  that  there 
are  two  separate  markets  for  physicians'  services.  In  one 
market,  the  physician  is  the  price-setter,  establishing  fees 
in  relationship  to  community  demand.  In  the  second 
market,  prices  are  predetermined  by  a  Medicaid  fee  struc- 
ture, and  the  physician  active  in  this  market  can  decide, 
within  limits,  how  many  patients  to  serve. 

The  younger,  better  educated  physicians  will  capture 
most  of  the  first  market,  where  fees  are  higher,  the 
researchers  feel.  Their  competitive  edge  will  tend  to  drive 
less  qualified  physicians  into  the  second  market,  where 
fees  are  less  attractive. 

One  of  the  goals  of  the  Medicaid  program  has  been  to 
move  the  medically  disadvantaged  into  the  mainstream  of 
the  American  health  care  delivery  system.  If  the  program 
is  indeed  a  "last  resort"  market  for  physicians,  then 
many  Medicaid  recipients  may  be  stranded  in  the  back- 
waters of  medicine. 

Many  Medicaid  beneficiaries  are  receiving 
regular, office-based  care  for  the  first  time  in  their  lives. 
This  alone  is  significant  and  may  overshadow  issues 
about  the  qualifications  of  their  attending  physicians.  Yet 
a  two-market  theory  leaves  a  nagging  question:  Are  we 
fostering  a  health  care  sub-system  that  is  separate  and 
certainly  not  equal? 


Hero,  fall  guy,  or  villain? 

To  accept  the  media  portrayal  of  a  physician  who  cares 
for  large  numbers  of  Medicaid  patients  as  a  villain  (ex- 
cept in  cases  of  outright  fraud)  seems  inaccurate  and  un- 
fair. 
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As  Medicaid  programs  are  administered  by  the 
states,  methods  for  reimbursing  physicians  vary  accor- 
dingly. Within  a  given  state,  the  method  of  reimburse- 
ment applies  to  all  Medicaid  patients  and  physicians 
who  treat  them. 

Twelve  states  and  the  District  of  Columbia  use  the 
"customary,  prevailing  and  reasonable  charge"  (CPR) 
methodology,  which  is  the  same  as  that  used  by 
Medicare  medical  insurance  (Part  B)  and  Blue  Shield. 
Under  this  method,  the  reasonable  charge  or  amount  a 
physician  is  reimbursed  for  a  service  is  the  lesser  of: 
the  actual  fee,  the  customary  fee  (the  physician's 
average  fee  in  the  previous  year),  or  the  prevailing  fee 
(at  the  75th  percentile  for  all  physicians  in  an  area). 
CPR  takes  into  account  the  distribution  of  physician 
charges  in  a  community  and  incorporates  both 
historical  and  geographic  variations  in  fee. 

The  remaining  39  states  and  territories  participating 
in  Medicaid  use  fee  schedules  or  variations  of  the 
CPR.  Medicaid  fee  schedules  are  lists  of  established 
rates  for  various  procedures,  applied  state-wide,  that 
may  not  exceed  the  existing  Medicare  reasonable 
charge  for  any  procedure. 


Certainly  many — probably  most — are  providing  com- 
petent medical  care.  Some  physicians  carry  large  Medi- 
caid caseloads  out  of  a  moral  commitment  to  serve  all  the 
people  of  their  community.  Others  find  themselves  with 
predominantly  Medicaid  patients  by  default.  They  set  up 
practice  20  or  30  years  ago  in  a  neighborhood  that  has 
since  changed,  now  having  large  concentrations  of  low- 
income  households.  Or  they  practice  in  a  community 
where  many  physicians  refuse  to  participate  in  the  Medi- 
caid program,  leaving  such  patients  to  their  colleagues. 

Whatever  the  reason,  spreading  the  Medicaid  caseloads 
more  evenly  throughout  the  medical  community  would 
mean  that  program  beneficiaries  would  more  likely 
become  part  of  the  health  care  mainstream,  thus  raising 
the  level  of  care. 

Castigation  of  physicians  with  large  Medicaid  practices 
can  be  a  two-edged  sword.  While  it  may  discourage  fraud 
and  abuse,  it  also  casts  an  unsavory  image  on  all  physi- 
cians who  care  for  Medicaid  patients.  This  can  only 
hinder  efforts  to  encourage  more  physicians  to  serve  pro- 
gram beneficiaries. 

Formidable  problems 

Attempts  to  improve  physician  services  financed 
through  Medicaid  inevitably  become  intertwined  with 
strategies  for  strengthening  the  American  system  of 
health  care  deliver  in  general.  Basic  concerns  persist: 
uneven  distribution  of  physicians  in  relationship  to  the 
population,  need  for  continuing  health  manpower  educa- 
tion and  training  programs  for  practitioners,  segmenta- 
tion of  the  medical  community  on  the  basis  of  the  pa- 
tient's ability  to  pay  different  levels  of  fees,  questions 
about  the  qualifications  of  foreign  medical  school 
graduates,  and  rising  costs  of  medical  care  in  general. 
The  Department  of  Health  and  Human  Services  is  taking 
initiatives  to  address  these  issues,  but  the  problems  are 
formidable. 


Some  physicians  carry  large  Med- 
icaid caseloads  out  of  a  moral 
commitment  to  serve  all  the  peo- 
ple of  their  community;  others  do 
so  by  default 


Solutions  will  not  be  found  solely  at  the  national  level. 
State  decisions  do  much  to  shape  the  characteristics  of 
the  Medicaid  market.  The  type  of  reimbursement  a  state 
adopts  (fixed  fee  or  URC)  has  implications  for  the  health 
care  marketplace,  program  costs,  and  the  availability  of 
health  care  to  Medicaid  eligibles. 

For  states  using  a  fixed-fee  schedule,  the  dollar  value 
assigned  to  different  services  can  effect  physician  will- 
ingness to  take  on  large  Medicaid  caseloads.  Surgeons, 
for  example,  are  well  represented  among  high-income 
LMP  physicians;  this  may  be  partly  a  function  of  state 
fee  schedules  for  surgery.  Is  care  for  a  Medicaid  patient 


worth  a  smaller  fee  than  care  for  a  Blue  Shield  or  Medi- 
care patient?  If  so,  Medicaid  may  remain  largely  outside 
the  health  care  mainstream,  and  program  beneficiaries 
continue  to  be  served  primarily  by  a  small  proportion  of 
physicians. 

But  if  service  to  Medicaid  patients  and  to  other  patients 
is  declared  to  be  of  equal  financial  value,  policy-makers 
have  three  options.  They  can  decide  to  serve  fewer  Medi- 
caid beneficiaries  by  tightening  eligibility  requirements 
and  raising  payments  to  physicians  for  those  who  qualify. 
They  can  earmark  additional  tax  funds  for  higher 
payments.  Or  they  can  work  to  reform  the  American 
health-care  delivery  system  through  measures  that  con- 
tain health  costs  and  make  such  care  more  affordable  to 
both  public  and  private  pocketbooks. 

Quality  health  care  involves  more  than  economics. 
Physician  acceptance  of  the  Medicaid  program  is  vital,  if 
program  beneficiaries  are  to  be  served  by  a  larger  share  of 
the  country's  medical  practices.  This  may  involve  exam- 
ining payment  procedures,  promptness,  and  diplomacy — 
as  well  as  the  dollar  involved.  And  for  those  physicians 
who  are  doing  a  meritorious  job  in  serving  large  Medicaid 
practices,  there  needs  to  be  recognition,  rather  than  bad 
press. 

The  Medicaid  picture  is  part  of  the  complex  landscape 
of  national  health  economics.  To  further  illustrate  it, 
Drs.  Mitchell  and  Cromwell  have  sketched  a  portrait  of 
the  physician  who  cares  for  the  majority  of  Medicaid  pa- 
tients. It  is  not  as  unflattering  a  likeness  as  the  media 
might  have  us  believe.  ■ 

A  research  article  on  this  subject,  "Medicaid  Mills:  Fact  or  Fiction,  " 
will  appear  in  the  summer  issue  of  the  Health  Care  Financing  Review. 
Readers  may  obtain  a  copy  of  the  publication  from  HCFA,  ORDS 
Publications,  Room  l-E-9,  Oak  Meadows  Building,  6340  Security 
Blvd.,  Baltimore,  Md.  21235  (telephone:  301-597-2345). 
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In  just  one  state,  HCFA  staff  con- 
ducting program  validation  reviews 
found  inappropriate  Medicare  and 
Medicaid  expenditures  of  $1.8  mil- 
lion, stemming  from  improper  billing 
practices  by  suppliers  of  durable  med- 
ical equipment  and  faulty  treatment 
of  claims  and  cost  reports. 


Efforts  to  control  abuse  and 
waste  in  Medicare  and  Medicaid 
are  not  new,  but  the  program  valida- 
tion approach  is. 

The  vast  majority  of  providers  of 
health  services  and  supplies — hospi- 
tals, nursing  homes,  physicians,  phar- 
macists, and  the  like — conscientious- 
ly provide  care  to  patients  who  truly 
need  it.  Most  Medicare  and  Medicaid 
claims'  payers  are  doing  an  effective 
job  of  getting  the  money  out  proper- 
ly. And  most  federal  operating 
policies  are  well  developed  and  have 
proven  effective.  Problems  of  abuse 
and  waste  have  probably  been  over- 
stated in  the  past. 

But  it  cannot  be  assumed  that 
everything  that  should  be  done  is  hap- 
pening the  way  it  is  supposed  to — and 
that  is  where  program  validation 
comes  in. 

Program  validation  is  an  organized 
effort  by  the  Health  Care  Financing 
Administration  to  control  abuse  and 
waste  in  these  two  huge  bill-paying 
programs  by  reviewing  provider  per- 
formance at  the  point  services  are 
delivered. 

HCFA's  Office  of  Program  Vali- 
dation seeks  out  and  attacks  prob- 
lems found  in  three  ways: 

•  Identifying  individual  providers 
who  are  abusing  the  programs,  either 
through  inappropriate  billing  or  cost 
reporting  practices; 

•  Working  with  state  Medicaid 
agencies  and  Medicare  contractors  to 
improve  systems  for  detecting  health 
provider  abuse  and,  once  identified, 
dealing  with  those  problems;  and 

•  Focusing  on  HCFA  policies,  par- 
ticularly in  reimbursement,  that  may 
be  contributing  to  inappropriate  ex- 
penditures. 


To  accomplish  these  tasks,  teams 
of  employees  from  HCFA's  central 
and  ten  regional  offices  perform  on- 
site  reviews,  visiting  hospitals,  nurs- 
ing homes,  and  other  providers  of 
services  to  Medicare  and  Medicaid 
beneficiaries. 

New  name,  old  method 

As  a  term,  program  validation  is 
new,  as  are  some  aspects  of  the  cur- 
rent approach  (designed  in  1978).  But 
much  of  the  total  methodology  is  a 
packaging  of  other,  earlier  initiatives 
for  controlling  abuse  in  the  two  pro- 
grams. 

The  approach  is  to  "validate" 
Medicare  and  Medicaid  reimburse- 
ment policies  and  procedures  to  be 
sure  they  accomplish  what  the  Con- 
gress intended  in  passing  the  legis- 
lation. (A  similar  review  activity,  also 
called  validation,  was  done  in  the  ear- 
ly 1970s  by  the  Social  Security 
Administration,  then  responsible  for 
Medicare.) 

Depending  on  the  type  of  provider 
to  be  reviewed  and  the  issues  on 
which  the  review  is  focused,  HCFA 
employs  one  of  three  distinct  review 
approaches.  These  are  labeled  aber- 
rant cost  studies,  systematic  abuse 
reviews,  and  program  implementa- 
tion reviews. 

With  an  aberrant  cost  study  or  a 
systematic  abuse  review,  the  focus  is 
on  providers  where  statistics  or  other 
information  suggest  questionable 
practices.  Not  only  does  HCFA  try  to 
determine  whether  the  provider  may 
be  engaged  in  some  form  of  program 
abuse,  but  it  judges  if  the  state  or 
contractor  benefit  payment  processes 
are  consistent  with  applicable  policy 
and  guidelines.  With  a  program  im- 


plementation review,  although  the 
review  includes  examination  of  pro- 
vider billing  practices,  the  reviewers 
try  to  determine  whether  HCFA 
needs  to  improve  selected  policies 
governing  reimbursement. 

Here  is  a  brief  description  of  each 
review  approach  and  the  methodol- 
ogy used: 

•  Aberrant  cost  study — This  is  a 
review  of  institutional  providers  who 
are  reimbursed  on  a  cost  basis.  The 
review  focuses  on  specific  elements  of 
costs  which,  on  the  basis  of  analysis 
and  comparison  with  like  facilities, 
appear  aberrant.  In  addition  to  tar- 
geting the  audit  on  the  appropriate- 
ness of  specific  costs,  the  reviewers 
also  examine  the  medical  necessity  of 
the  services  rendered  to  the  Medicare 
or  Medicaid  beneficiary. 

A  hospital  was  automatically  plac- 
ing all  Medicare  patients  in  wards, 
because  its  staff  assumed  that  "old 
people  want  to  be  together,"  a 
hospital  administrator  told  federal 
reviewers  checking  to  see  how  Medi- 
care patients  were  treated  in  hos- 
pitals. This  was  contrary  to  federal 
regulations,  which  state  that  Medi- 
care patients  should  be  given  semi- 
private  accommodations  whenever 
possible. 

•  Systematic  abuse  review — This 
audit  is  specific  to  ambulatory  care 
providers  who  are  reimbursed  on  a 
charge  or  fee  basis.  Basd  on  statistical 
or  other  information,  the  reviewers 
may  decide  that  there  is  reason  to 
question  the  appropriateness  of  a  par- 
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ticular  form  of  ambulatory  care  ser- 
vices in  a  given  geographical  area. 
Having  identified  the  area,  HCFA 
then  selects  such  providers,  usually  10 
to  20,  whose  practice  patterns  appear 
irregular.  After  looking  at  the 
Medicare  and  Medicaid  claims'  pay- 
ment processes  to  see  if  the  way  that 
claims  are  being  paid  offers  at  least  a 
partial  explanation,  HCFA  reviewers 
go  on-site  to  the  provider's  location. 
There  they  examine  medical  records 
and  review  with  the  physician  or 
other  health  care  supplier  his  or  her 
Medicare/Medicaid  billing  practices. 
Overutilization  is  often  a  problem 
area. 

•  Program  implementation  review 
— In  these  reviews,  HCFA  examines  a 
particular  facet  of  program  opera- 
tions to  determine  if  monies  related  to 
the  activity  are  being  appropriately 
expended,  selecting  an  area  typically 
related  to  some  potentially  trouble- 
some aspect  of  reimbursement  policy. 
A  preliminary  survey,  consisting  of  a 
review  of  the  statute,  regulations,  and 
guidelines  specific  to  the  area  is  con- 
ducted. HCFA  tries  to  learn  whether 
the  area  was  previously  selected  for 
review  by  the  Government  Accoun- 
ting Office  or  the  audit  staff  of  HHS' 
Office  of  the  Inspector  General.  Then 
HCFA  prepares  a  report  and  decides 
whether  the  topic  is  suitable  for  a  full 
review.  For  the  latter,  a  review  pro- 
tocol must  be  developed.  This  often 
involves  the  use  of  computers  and 
special  programming,  which  are  pro- 
vided by  the  Office  of  Systems  Analy- 
sis in  HCFA's  Bureau  of  Quality 
Control. 

Following  the  book 

In  conducting  any  form  of  pro- 
gram validation  review,  HCFA 
follows  five  distinct  steps: 
preliminary  review,  onsite  review, 
desk  review  and  report  writing,  com- 
munication of  findings  and  recom- 
mendations, and  follow  up. 

A  home  health  agency  being 
audited  by  HCFA  reduced  its  patient 
load  by  one-third  just  one  month 
after  the  reviewers  had  gone  in.  This 
raised  serious  questions  as  to  whether 
many  of  the  patients  receiving  home 
health  care  really  needed  it.  HCFA  is 
now  monitoring  the  agency  carefully 
to  guard  against  abuse  of  Medicare 
funds. 


The  decision  to  conduct  a  valida- 
tion review  may  be  based  on  a  statis- 
tical aberrancy  discovered  in  the 
records  of  a  provider  or  supplier.  A 
problem  is  suspected,  but  HCFA 
staff  may  not  be  sure  exactly  what  it 
is  or  its  extent. 

Thus  an  objective,  professional  ap- 
proach is  critical  to  the  success  of  the 
effort.  Reviewers  are  careful  not  to 
alienate  the  provider  community 
through  actions  in  person  or  in 
writing.  They  make  it  clear  that, 
when  an  individual  or  organization  is 
selected  for  review,  no  guilt  or  wrong- 
doing should  be  inferred;  the  review 
is  performed  to  verify  the  propriety 
of  program  expenditures,  as  a 
necessary  function  of  HCFA  pro- 
gram administration. 

To  facilitate  the  review  effort, 
HCFA  is  writing  an  operations' 
manual  for  program  validation. 
Draft  portions  of  the  manual  were 
used  this  spring  to  train  some  60 
regional  and  central  office  profes- 
sional staff  involved  in  performing 
validation.  An  automated  control 
system  is  being  developed  to  catalog 
current  and  completed  reviews,  as 
well  as  findings  by  type  of  issue  and 
provider. 

Just  as  important  to  HCFA  as  find- 
ing errors  is  learning  who  is  most  ef- 
fectively controlling  program  dollars 
and  making  that  knowledge  available 
to  others  in  the  system  who  need  help. 
HCFA  does  this  by  circulating  plann- 
ing documents  and  results  of  reviews. 
Available  from  the  Office  of  Pro- 
gram Validation  is  a  validation  audit 
plan  for  fiscal  year  1980  that  details 
the  review  process  and  the  level  of 
validation  activity  anticipated  by  the 
regions  and  central  office.  Compen- 
dium reports  that  highlight  results  of 
completed  reviews  are  circulated  to 
Medicare  contractors  and  state  Medi- 
caid agencies. 

Who's  involved 

Controlling  waste  and  abuse  that 
lead  to  dollar  losses  is  the  business  of 
everyone  connected  with  administer- 
ing Medicare  and  Medicaid.  No  one 
office  has  a  monopoly  on  discovering 
cracks  in  the  system.  The  Office  of 
Program  Validation  forms  partner- 
ships with  other  HHS  and  HCFA 
components   and  state/contractor 


personnel  to  accomplish  validation 
goals. 

Indeed,  the  172  Medicare  contrac- 
tors and  state  Medicaid  agencies  are 
responsible  for  a  number  of  tasks 
comparable  to  the  validation  process 
and  quite  often  assist  HCFA  in  con- 
ducting field  reviews.  These  claims' 
payers  perform  audits  to  verify  the 
accuracy  of  reported  provider  costs 
(the  basis  for  institutional  reimburse- 
ment). Through  post-payment  re- 
views, they  identify  ambulatory  pro- 
viders who  have  demonstrated  ques- 
tionable practice  patterns  and  per- 
form reviews  to  detect  instances  of 
over-utilization  or  erroneous  billing. 
HCFA  conducts  reviews  to  be  sure 
that  states  and  contractors  are  per- 
forming these  roles  well.  In  addition, 
HCFA  collects  quarterly  statistics  on 
provider  abuse  cases  worked  and 
dollar  results  from  case  adjudication. 

A  hospital  entered  into  a  $22,500 
per  year  contract  with  a  firm  owned 
and  operated  by  a  physician  on  the 
hospital  staff.  The  sole  purpose:  so 
that  the  hospital  administrator  could 
have  the  benefit  of  consultation  with 
the  staff  physician.  When  HCFA  re- 
viewers questioned  this  arrangement, 
it  was  explained  that  the  hospital  ad- 
ministrator did  not  get  along  with  his 
chief  of  staff  and  wanted  someone 
else  to  talk  to  when  medical  issues 
were  raised.  This  service  was 
disallowed  as  not  being  a  reasonable 
cost. 

Program  validation  fits  nicely  into 
HCFA's  total  strategy  for  quality 
control.  According  to  Martin  Kap- 
pert,  director  of  the  agency's  Bureau 
of  Quality  Control: 

"HCFA  wants  to  be  sure  that  what 
we  are  doing  and  the  benefits  we  are 
paying  are  consistent  with  the  intent 
of  the  law  and  in  accordance  with 
sound  management  principles. 
Through  program  validation,  we 
assess  the  ways  the  programs  operate 
directly  at  the  provider  level.  If  we 
find  problems,  we  document  the 
reasons  and  assure  that  corrective  ac- 
tions are  taken." 

Other  units  of  HCFA  are  involved 
in  the  quality  control  effort.  For  in- 
stance, where  medical  expertise  is  re- 
quired to  judge  the  appropriateness 
of  treatment  for  which  reimburse- 
ment sought  (such  as  in  a  systematic 
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abuse  review),  the  Office  of  Program 
Validation  may  turn  to  a  local  profes- 
sional standards  review  organization 
(PSRO).  If  program  abuse  is  found  in 
this  context,  the  PSRO  has  authority 
to  recommend  that  some  form  of  ac- 
tion be  taken  to  correct  the 
problem. (PSROs  are  part  of  a  nation- 
wide program  relating  to  utilization 
and  quality  of  care  that  is  ad- 
ministered by  HCFA.)  Elsewhere 
within  HHS,  the  Office  of  the  Inspec- 
tor General  performs  further  investi- 
gation of  any  cases  of  suspected  fraud 
referred  to  it  by  HCFA.  (Prosecution 
is  handled  by  the  Department  of  Jus- 
tice.) 

As  the  Office  of  Program  Valida- 
tion gains  experience  and  other 
HCFA  components,  states,  and  con- 
tractors become  more  familiar  with 
validation  goals  and  processes,  effec- 
tive cooperation  in  their  accomplish- 
ment will  increase. 

In  addition  to  validation  activities, 
which  occupy  about  half  of  the  pro- 
fessional staff  time  in  the  Office  of 
Program  Validation,  the  office  has 
other  responsibilities.  Among  the 
more  prominent  functions  is  the  exer- 
cise of  the  Secretary's  sanction 
authority.  Under  law,  any  health  care 
provider  convicted  of  Medicare  or 
Medicaid  fraud  must  be  suspended 
from  the  program.  Also,  health  pro- 
viders who  have  filed  false  claims  or 
who  have  engaged  in  program  abuse 
may  be  expelled  from  the  program  at 
the  Secretary's  discretion.  Validation 
staff  in  the  central  and  regional  of- 
fices are  required  to  identify  these 
situations  and  prepare  case  files  for 
action.  As  of  July,  action  had  been 
taken  on  167  such  cases. 

A  medical  equipment  company  was 
found  to  be  filling  physician  orders 
for  rental  of  oxygen  tanks  ($17  per 
month)  with  much  more  expensive 
oxygen  concentrators  ($190  per 
month)  and  billing  Medicaid  for  the 
higher  rate.  When  contacted,  most  of 
the  prescribing  physicians  told  HCFA 
reviewers  that  they  had  not  intended 
provision  of  the  more  expensive 
equipment  and  promised  to  review 
more  closely  the  forms  they  signed  in 
the  future  to  be  sure  their  patients  got 
only  the  equipment  needed  and  pre- 
scribed. 


The  bottom  line 

What  are  the  results  of  program 
validation,  and  can  we  yet  report 
dollar  savings  to  federal  and  state 
governments  and  the  taxpayers? 

For  most  of  fiscal  year  1979,  the  ef- 
fort was  still  experimental.  The  con- 
cept had  been  developed,  review 
guides  were  assembled  by  provider 
type,  and  each  region  as  well  as  the 
central  office  began  performing  re- 
views. Last  fall,  HCFA's  central  of- 
fice staff  held  meetings  with  each 
region  to  share  results  and  plan  for 
the  future.  From  these  meetings 
evolved  the  1980  audit  plan  and  a 
structured  validation  process. 

A  facility's  administrative  costs 
were  being  inflated  by  inclusion  of 
the  administrator's  weekly  com- 
muting costs,  a  HCFA  review  team 
found.  The  administrator  lived  2,000 
miles  from  his  job.  This  was  not  con- 
sidered to  be  a  reasonable  cost. 

Relating  costs  to  benefits,  HCFA 
has  set  a  goal  of  at  least  four  dollars 
saved  for  each  dollar  spent.  Projected 
dollar  results  of  validation  reviews 
fall  into  one  of  four  categories: 

•  Overpayments  related  to  a  par- 
ticular provider  and  subject  to  collec- 
tion; 

•  Dollar  savings  related  to  specific 
provider  practices,  but  not  estab- 
lished as  overpayments; 

•  Savings  that  result  from  correct- 
ing operational  deficiencies  in  con- 
tractor or  state  agency  operations; 

•  Savings  that  result  from  recom- 
mended changes  in  HCFA  policies 
that  were  contributing  to  erroneous 
payments  or  wasteful  practices. 

By  now,  some  early  returns  are  in 
and  they  are  encouraging.  Against 
annual  validation-related  expenses  of 
about  $4.5  million,  HCFA  has 
already  projected  some  $44  million  in 
savings  through  March  1980.  (Of 
this,  $12  million  is  shown  in  final 
reports  already  completed  on  28  vali- 
dation reviews  done  by  central  and 
regional  office  staff,  to  which  can  be 
added  $32.5  million  estimated  in  79 
more  draft  reports  written,  but  still 
undergoing  clearance.)  Savings  esti- 
mates are  not  yet  available  from  78 
reviews  still  underway. 


Although  a  major  goal  of  program 
validation  is  to  ferret  out  errors  and 
abuse  in  dollar  terms,  positive  find- 
ings are  significant  as  well.  In  many 
reviews,  even  though  problems  were 
suspected,  HCFA  is  unable  to  detect 
dollar  losses.  It  is,  of  course,  valuable 
to  test  and  find  program  areas 
operating  appropriately.  HCFA 
resources  can  then  be  concentrated  on 
program  deficiencies. 

Looking  ahead 

For  the  current  fiscal  year, 
HCFA's  validation  audit  plan  calls 
for  a  total  of  185  reviews,  31  to  be 
performed  by  central  office  staff  and 
154  by  regional  personnel. 

Planning  has  already  begun  for  the 
fiscal  1981  audit  plan.  A  draft  is  be- 
ing developed  and  circulated  to  the 
various  HCFA  components  for  com- 
ment. 

With  federal  expenditures  under 
Medicare  and  Medicaid  estimated  to 
total  45  billion  dollars  this  fiscal  year, 
it  is  critical  that  HCFA  have  the 
capacity  to  critically  evaluate  how 
benefits  are  expended.  Such  large 
benefit  programs  will  probably 
always  be  characterized  by  some 
degree  of  waste  and  abuse,  and  a  few 
unscrupulous  health  providers  will 
take  illegal  advantage,  when  large 
sums  of  money  are  potentially  avail- 
able. 

Program  validation  cannot  er- 
adicate all  these  problems.  But 
especially  in  these  days  of  budget 
restraint,  there  must  be  a  sound, 
systematic  assessment  to  be  as  sure  as 
possible  that  program  expenditures 
are  appropriate.  Unlimited  tax 
dollars  are  not  available.  Conserving 
scarce  dollars  through  program 
validation  and  other  quality  control 
measures  helps  assure  beneficiaries 
that  money  for  services  will  be 
available  when  needed. 

We  owe  it  to  our  beneficiaries  and 
the  taxpayer  as  well  that  efficiency 
and  economy  characterize  HCFA's 
role  and  the  part  played  by  the  states 
and  contractors  in  paying  for  health 
services.  This  is  the  purpose  of  valida- 
tion review  and  the  goal  of  the  staff 
devoted  to  conducting  such  reviews.  ■ 
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Rural  Health  Clinics 
Serve  "Invisible  Poor 

by  Virginia  T.  Douglas 


The  world  of  the  rural  poor  is 
often  a  harsh  place,  where  men 
may  lose  legs  or  hands  to  chainsaws 
and  farm  machinery,  and  old  women 
cough  away  their  lives  in  bleak  winter 
bedrooms.  Systems  for  delivering 
basic  services,  such  as  medical  care, 
tend  to  be  simple  and  direct.  When 
these  systems  break  down  or  simply 
do  not  exist,  isolation  magnifies  the 
resulting  problems. 

For  a  long  time,  decent  medical 
care  was  lacking  in  many  rural  areas, 
but  the  nation  took  little  notice. 
There  were  federal  programs,  such  as 
Public  Health  Service  clinics,  and 
more  recently  the  National  Health 
Service  Corps,  but  these  still  did  not 
meet  the  need  in  a  comprehensive 
manner. 

In  1977,  the  Congress  enacted  legis- 
lation to  increase  the  availability  of 
primary  and  emergency  care  services 
in  medically  underserved  rural  areas. 
Implementation  of  the  Rural  Health 
Clinic  Services  Act  began  in  1978. 
Two  years  later,  383  clinics  funded 
under  the  Act  were  in  operation 
throughout  the  country. 

Perhaps  predictably,  medical  per- 
sonnel in  the  field — clinic  directors, 
physicians,  nurse  practitioners,  physi- 
cian assistants — view  the  program 
differently  than  do  those  charged 
with  administering  it — officials  with 
the  Health  Care  Financing  Adminis- 


tration in  Baltimore  and  at  HCFA's 
ten  regional  offices. 

Having  finally  been  given  resources 
to  work  with,  the  rural  clinic  people 
tend  to  be  impatient  with  what  they 
see  as  bureaucratic  delays,  adminis- 
trative intricacies,  and  a  blizzard  of 
paperwork  requirements.  All  these 
get  in  the  way  of  serving  patients,  is 
the  view  some  of  the  clinic  adminis- 
trators have  expressed. 

On  the  other  hand,  HCFA  ad- 
ministrators point  out  that  regula- 
tions necessary  to  implement  the  pro- 
gram were  developed  and  the  first 
clinics  certified  almost  immediately 
after  the  law  was  passed.  They  see  the 
rules  and  reports  as  fulfilling  Con- 
gressional intent  and  as  ensuring  ac- 
countability for  program  dollars. 

From  rural  Vermont  comes  a  story 
of  the  Rural  Health  Clinic  Services 
Act  in  action,  complete  with  successes 
and  problems.  This  is  balanced  by  an 
account  of  the  administrative  history 
and  development  of  the  program, 
how  it  is  operating  nationally,  some 


of  the  difficulties  it  has  faced,  and 
some  solutions. 

Antithetical  positions?  Sometimes. 
But  in  these  accounts  there  emerges  a 
sense  of  mutual  striving  by  all  parties 
toward  a  common  goal — better 
health  for  America's  rural  poor. 

View  from  Vermont 

One  of  the  most  rural  of  all  eastern 
states,  with  a  population  of  under 

Virginia  T.  Douglas  in  editor  of  Forum.  Ray 
Geremia,  a  free-lance  writer  living  in  West 
Burke,  Vermont,  reported  on  rural  health 
clinics  as  they  operate  in  New  England. 


500,000,  Vermont  is  almost  the  pro- 
totype for  which  the  Act  was  in- 
tended. It  lacks  any  city  of  50,000  or 
more — the  minimum  to  be  considered 
a  standard  metropolitan  area. 

Most  people  have  heard  of  the 
state's  ski  resorts,  quaint  covered 
bridges,  and  autumn  foliage  tours. 
But  beyond  those  is  another  Vermont 
seldom  touched  by  tourists,  admin- 
istrators, or  sophisticated  health  care 
systems — a  three-county  area  known 
as  the  Northeast  Kingdom.  It  sprawls 
across  the  northeast  corner  of  the 
state,  bounded  by  Canada  on  the 
north,  the  Connecticut  River  on  the 
east,  and  the  high  spine  of  the  Green 
Mountains  on  the  west. 

The  area  is  remote  and  conditions 
harsh.  But  the  1900-square-mile  area 
is  neither  wilderness  nor  stereotypical 
rural  poverty  pocket,  although  there 
are  large  elements  of  each — factors 
that  must  be  dealt  with  in  supplying 
medical  care  to  its  roughly  53,000 
residents.  Population  is  sparse,  with 
most  located  at  opposite  ends  of  the 
regions  or  along  a  north-south  cor- 
ridor following  Interstate  91.  The 
corridor  is  anchored  at  the  northern 
end  by  Newport,  and  at  the  southern 
end  by  Lyndonville  and  the  largest 
community,  St.  Johnsbury,  with 
8,000  people. 

Income  low,  unemployment  high 

In  the  past,  physicians  practiced  in 
only  four  or  five  towns  along  the  cor- 
ridor. Beyond  that  slender  thread  of 
services  lies  an  area  of  big  woods  dot- 
ted with  lakes,  ponds,  and  remote 
rock-strewn  farms. 

Coupled  with  the  vast  natural 
beauty  of  the  area  are  features  of 
climate,  terrain,  and  a  chronically 
depressed  economy  that  create  harsh 
living  conditions  for  a  large  portion 
of  its  residents. 

Low  income — averaging  $3,552  per 
person  in  1977 — is  coupled  with  a 
high  level  of  unemployment.  Dairy 
farms,  logging,  and  other  forest- 
related  businesses  are  the  primary  oc- 
cupations. Many  people  piece 
together  an  annual  income  by  work- 
ing in  the  winter  woods,  selling  farm 
products,  doing  odd  jobs,  and  hiring 
out  as  summer  labor  or  contracting 
small  business  jobs. 


Northeast  Kingdom  residents  also 
boast  the  dubious  distinction  of  hav- 
ing the  fewest  median  years  of  educa- 
tion completed,  a  lower  life  expec- 
tancy at  birth,  age  20,  and  age  65,  and 
the  highest  fetal  death  rate  in  the 
state. 

Four  of  the  state's  eight  health 
centers  participating  in  the  rural 
health  clinic  program  are  in  the 
Northeast  Kingdom.  Along  with  a 
National  Health  Service  Corps  site, 
the  four  form  the  Northern  Counties 
Health  Centers,  Inc.,  an  umbrella 
agency  operating  out  of  St.  Johns- 
bury. 

The  corporation  was  formed  three 
and  one-half  years  ago  to  address  the 
lack  of  primary  health  care  services  to 
the  remote  areas  of  the  Northeast 
Kingdom,  according  to  administrator 
David  Reynolds. 

"With  the  assistance  of  a  Public 
Health  Service  rural  health  initiative 
grant  and  staffing  from  the  National 
Health  Service  Corps  (also  under 
PHS),"  says  Reynolds,  "we  now 
operate  health  centers  in  Hardwick, 
Greensboro,  and  Island  Pond,  as  well 
as  St.  Johnsbury.  Also  we  manage 
sites  staffed  by  nurse  practitioners  in 
Danville  and  our  newest  clinic,  Con- 
cord." 


Over  half  the  rural 
elderly  suffer  from 
poor  health  and  87 
percent  from  some 
form  of  chronic 
illness. 


First  opened  were  clinics  in  the 
Hardwick  and  Island  Pond  areas, 
which  traditionally  had  had  problems 
attracting  and  retaining  health  per- 
sonnel, Reynolds  said.  Island  Pond 
still  does,  with  National  Health  Ser- 
vice Corps  personnel  regularly  leav- 
ing when  their  tours  are  completed. 

Advantages  of  umbrella  operation 

Reynolds  believes  his  kind  of  um- 
brella operation,  unique  in  the  state, 


has  several  advantages  over  clinics 
operating  singly,  such  as  shared  cen- 
tral administrative  resources,  a  com- 
mon approach  to  area  needs  and 
delivery,  and  clinics'  proximity  to 
each  other. 

Administrative  work  is  centered  in 
St.  Johnsbury,  relieving  the  staff  at 
individual  sites  of  most  paperwork 
burdens.  All  sites  are  within  30  miles 
of  St.  Johnsbury,  putting  them  within 
easy  reach  of  administrative 
assistance,  yet  leaving  them  a  free 
hand  to  operate  independently  on  a 
daily  basis.  (Each  site  has  a 
community-elected  board  of  direc- 
tors.) 

Reynolds  and  an  assistant  complete 
most  of  the  reports  required  by  the 
various  federal  programs  that  provide 
his  funding.  Administrative  costs  for 
the  Northern  Counties  Agency,  be- 
tween 12  and  13  percent  of  expen- 
ditures, run  well  behind  the  16  to  20 
percent  allowed  under  national  stan- 
dards and  the  22  percent  average  of 
other  rural  clinics  in  the  New  England 
region. 

While  the  clinics  are  geared  to  pro- 
vide medical  care  to  the  rural  poor, 
they  benefit  tourists  as  well.  An 
examination  of  monthly  tallies  of  pa- 
tient visits  for  two  clinics,  Hardwick 
and  Greensboro,  shows  sharp 
seasonal  variations  in  patient  loads. 
The  influx  of  summer  visitors  to  the 
waters  and  woods  of  Caspian  Lake 
and  other  attractions  produces  a 
sharp  upturn  in  the  graph,  followed 
by  a  precipitous  drop  in  September — 
the  back-to-school  month.  The  pa- 
tient load  then  peaks  again  during  the 
height  of  the  area's  foliage  season 
(October)  when  "leaf  peepers,"  as 
local  residents  call  these  tourists, 
flock  to  view  the  brilliant  displays  of 
autumn  foliage.  Patient  visits  fall  to 
their  lowest  in  deep  winter,  when  the 
Northeast  Kingdom  endures  temper- 
atures near  50  degrees  below  zero. 

National  need 

Rural  America  is  the  home  of  56 
percent  of  the  medically  underserved 
people  in  the  nation.  It  contains  one- 
third  of  the  country's  population,  yet 
is  served  by  only  12  percent  of  the  na- 
tion's physicians  and  just  18  percent 
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of  its  nurses,  according  to  Vermont 
Senator  Patrick  Leahy,  and  author  of 
the  Rural  Health  Clinic  Services  Act. 

"Rural  families  are  less  likely  to 
have  private  hospital  insurance  than 
urban  families,"  he  said  at  hearings 
this  spring  concerning  the  Act.  "They 
receive  less  under  our  federal  health 
programs,  Medicare  and  Medicaid. 
Over  50  percent  of  the  rural  elderly 
suffer  from  poor  health,  87  percent 
suffer  from  some  form  of  chronic  il- 
lness, and  37  percent  are  compelled  to 
restrict  their  activities  for  health 
reasons." 


The  Act  permits  pay- 
ment for  services 
provided  by  physician 
extenders  to  rural 
elderly  and  poor. 


Congress  took  steps  in  1977  to 
remedy  this  situation.  The  Rural 
Health  Clinic  Services  Act  was  signed 


into  law  by  the  President  on 
December  13  of  that  year.  Respon- 
sibility for  implementing  and  admin- 
istering the  Act  was  delegated  to  the 
Health  Care  Financing  Administra- 
tion, under  HEW  (now  the  Depart- 
ment of  Health  and  Human  Services.) 

By  reimbursing,  on  a  cost  basis, 
services  provided  by  physician 
assistants  and  nurse  practitioners 
working  in  rural  clinics,  the  program 
aimed  to  increase  the  availability  of 
primary  and  emergency  care  services 
in  medically  underserved  rural  com- 
munities. 

The  approach  was  unique:  an  at- 
tempt to  combine  Medicare  and 
Medicaid  reimbursement  under  a 
single  regulatory  and  payment  rate- 
setting  structure  in  order  to  simplify 
administration  by  clinics  and  guaran- 
tee payments  under  the  two  major 
federal  programs  that  finance  health 
care. 

Help  for  elderly  and  poor 

Contrary  to  many  government  pro- 
grams, the  Act  does  not  fund  projects 
or  facilities,  nor  does  it  grant  money. 
Rather,  it  is  entitling  legislation,  per- 


mitting payment  under  Medicare  and 
Medicaid  for  services  provided  by 
physician  extenders  to  elderly  and 
poor  people  living  in  rural  areas. 
Without  this  reimbursement,  many 
such  individuals  would  get  no  care  at 
all,  because  they  "fall  through  the 
cracks"  of  other  programs  or  because 
medical  facilities  cannot  survive  in 
their  communities. 

To  be  certified,  a  participating 
clinic  must  be  located  in  a  rural, 
medically  underserved  area,  employ  a 
qualified  nurse  practitioner  or  physi- 
cian assistant,  and  comply  with  all 
applicable  state  laws. 

No  clinic  is  required  to  participate 
in  the  program,  and  any  clinic  may 
withdraw  from  the  program  if  it 
wishes.  There  are  now  383  par- 
ticipating clinics  in  38  states.  Of 
these,  226  also  receive  grant  money 
from  PHS. 

Previously  there  was  a  "Catch  22" 
in  federal  statutes  that  prevented  the 
reimbursement  of  physician  extenders 
unless  a  physician  was  present  full 
time  at  the  clinic.  But  the  reason  the 
nurse  practitioners  and  physician 
assistants  were  there  in  the  first  place 


A  fairly  typical  rural  health 
clinic  is  the  nurse  practitioner  site 
operated  by  the  North  Counties 
Agency  at  Danville,  a  small  Ver- 
mont farming  community. 
Located  in  the  old  town  mall 
building,  the  clinic  has  two  ex- 
amining rooms,  two  small  offices, 
and  a  narrow  laboratory  where 
clinic  personnel  run  tests  for  preg- 
nancy, check  stool  samples,  and 
perform  micro-biological  checks. 
A  tiny  waiting  room  is  located  just 
off  the  porch  of  the  old  frame 
building.  The  rooms  were  remodel- 
ed and  reserved  at  town  expense 
for  the  clinic. 

The  staff  (three  clinic  assistants 
and  a  part-time  registered  nurse- 
practitioner)  can  call  upon  two 
physicians  in  emergencies.  In  addi- 
tion, the  physicians  audit  patient 
charts,  protocols,  and  diagnoses 
weekly. 

The  clinic  sees  an  average  of 
nine  patients  daily,  each  for  30  to 


45  minutes.  Usually,  the  fee  is  $10, 
although  for  a  brief  follow-up  visit 
(about  15  minutes),  only  $5  is 
charged. 

Many  of  the  medical  problems 
treated  are  no  different  from  those 
anywhere — ranging  from  cuts, 
bruises,  sprains,  virus  ailments, 
and  the  like,  to  major  emergencies, 
as  well  as  management  of  chronic 
conditions.  The  clinic  staff  feels, 
however,  that  serious  injuries  in- 
cidental to  heavy  agricultural  and 
forestry  work  are  unusually  com- 
mon; as  are  poverty-based  condi- 
tions, such  as  malnutrition,  obesi- 
ty, and  other  health  problems  aris- 
ing from  poor  diet. 

Nurse  practitioner  Linda 
Labroke  tells  of  seeing  a  man,  ob- 
viously injured,  limp  past  the  clinic 
daily  for  three  or  four  days.  Final- 
ly, she  went  outside  and  offered 
him  assistance. 

"He  had  a  severe  chain  saw 
wound  to  his  leg,"  says  Labroke, 


"a  gash  that  was  almost  gan- 
grenous. He  said  that  he  didn't 
want  to  go  all  the  way  to  St. 
Johnsbury  and  bother  a  doctor 
about  it.  But  he  guessed  it  was 
okay  if  I  took  a  look  at  it." 

After  examining  him,  Labroke 
immediately  referred  the  man  to 
the  hospital.  He  probably  would 
have  lost  the  leg,  she  believes,  had 
he  not  stopped  at  the  clinic  that 
day.  Now  his  entire  family  uses  the 
clinic  services. 

Although  the  staff  largely  treats 
patients  in  the  20-40  year-old 
range,  well-child  clinics  are  also 
held  at  Danville.  There  is  strong 
emphasis  on  health  education  and 
preventive  care,  which  nurse  prac- 
titioner Linda  Labroke  calls  "the 
main  reason  we  are  here."  She 
teaches  a  class  at  the  local  high 
school  on  preventive  health  care. 
The  community,  she  says,  is  really 
supportive  of  the  clinic. 
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was  often  because  the  rural  communi- 
ty could  not  attract  or  keep  a  physi- 
cian full  time. 

Even  today,  laws  in  some  states 
such  as  Louisiana  prohibit  the  use  of 
physician  extenders  except  with 
"over-the-shoulder"  supervision  by  a 
physician.  This  restrictive  legislation 
makes  it  difficult  or  impossible  for 
clinics  in  such  states  to  be  certified  for 
reimbursement  under  the  Act.  (Other 
states  have  declined  to  participate 
because  they  lack  any  identifiable 
underserved  rural  areas.) 

States  and  U.S.  possessions  cur- 
rently without  participating  clinics 
are:  Connecticut,  Puerto  Rico,  the 
Virgin  Islands,  Delaware,  the  District 
of  Columbia,  Maryland,  Minnesota, 
Arkansas,  Louisiana,  Oklahoma, 
Missouri,  Montana,  North  Dakota, 
Wyoming,  American  Samoa,  and 
Guam. 

Great  expectations 

Congress  envisioned  that,  by  the 
end  of  the  program's  first  year, 
(Fiscal  Year  1978),  600  clinics  would 
be  certified  and  begin  to  serve  8 
million  rural  residents,  and  that  $18 
million  in  benefits  would  be  paid  out 
through  Medicare  and  Medicaid.  In 
the  second  and  third  years,  benefits 
were  to  rise  to  $62.4  and  $91.4 
million,  respectively. 


Clinics  are  delivering 
relatively  inexpensive 
care  to  rural  residents 
who  might  otherwise 
have  no  access  to 
such  care. 


These  projections  proved  unduly 
optimistic.  While  HCFA  felt  it  had 
put  in  place  regulations  to  implement 
the  Act  in  near-record  time — two- 
and-one-half  months  for  Medicare 
and  six-and-one-half  months  for 
Medicaid — there  were  delays  in 
reaching  certification  and  reimburse- 
ment goals. 

Initially,  HCFA  had  mailed  infor- 
mation packets  and  funding  applica- 


tions to  some  2,500  clinics 
throughout  the  country  that  might 
possibly  qualify  under  the  Act.  This 
number  led  to  inflated  expectations. 
In  fact,  only  a  small  proportion  of  the 
facilities  contacted  did  qualify,  and 
not  all  of  those  sought  to  participate. 

Within  the  first  18  months,  nearly 
400  clinics  in  37  states  were  certified, 
(although  not  all  remained  in  the  pro- 
gram). To  date,  a  total  of  459  have 
been  certified,  and  76  have  with- 
drawn for  various  reasons.  Benefits 
paid  out  through  the  end  of  fiscal 
year  1979  totaled  just  under  $4 
million. 

Despite  some  initial  hitches  in  im- 
plementation, the  essential  goals  of 
the  Rural  Health  Clinic  Services  Act 
are  being  fulfilled,  just  two  years 
after  enactment.  Clincs  throughout 
most  of  the  country  are  delivering 
relatively  inexpensive  primary  care 
services  to  rural  residents  who  might 
otherwise  have  no  access  to  such  care. 


Word  from  the  front  lines 

In  the  early  stages  of  implementing 
the  program,  it  became  apparent  that 
viewpoints  differed,  between  the 
clinics  on  one  hand  and  HCFA  ad- 
ministrators on  the  other.  Medical 
personnel  charged  with  delivering 
care  on  the  "front  lines"  in  rural 
America  complained  that  costs  of 
carrying  out  the  regulations — billing, 
reporting,  certification — were  often 
greater  than  the  amount  of  money 
received. 

On  behalf  of  the  clinics,  David  N. 
Fenton,  chairman  of  the  National 
Rural  Primary  Care  Association,  call- 
ed attention  to  four  main  problems  he 
saw  frustrating  the  delivery  of  care: 

•  Complex  reporting  systems  that 
"would  challenge  the  credibility  and 
ability  of  the  most  able  clinic  admin- 
istrators;" 

•  Different  reporting  systems  used 
by  HCFA  and  the  Public  Health  Ser- 
vice; 

•  Certification  procedures  geared 
to  small  hospitals  and  nursing 
homes —  not  rural  clinics; 

•  Unresponsive  bureaucratic  pro- 
cedures. 

What  the  rural  clinics  wanted  was 
simply  support  for  treating  patients; 
but  what  they  got,  the  contend,  was 
massive  red  tape  and  government 
jargon. 

(The  association  Fenton  heads  is 
the  major  membership  organization 
representing  rural  health  clinics.  It 
engages  in  exchange  of  information 
among  clinics;  technical  assistance; 
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lobbying  efforts;  and  liaison  with 
federal  and  state  officials.  Other  na- 
tional organizations  concerned  with 
the  implementation  of  the  Rural 
Health  Clinic  Services  Act  are  the  Na- 
tional Rural  Center,  the  American 
Rural  Health  Association,  and  the 
Appalachian  Regional  Commission. 
Early  in  1980,  the  National  Rural 
Primary  Care  Association,  which  is 
appropriately  based  is  a  small  country 
town — Waterville,  Maine — surveyed 
all  rural  health  centers.  The  findings 
on  problems,  experiences,  and 
perceptions  of  the  clinics  were  incor- 
porated into  a  report  and  recommen- 
dation to  both  Congress  and  HCFA 
on  improvements  in  the  program.) 

Some  clinics  quit  the  program  upon 
encountering  difficulties.  Said  one 
clinic  administrator: 

"We  were  certified,  but  withdrew 
when  we  encountered  insurmountable 
problems  in  implementing  the  claims 
processing.  We  realized  we  would 
lose  excessive  revenue  due  to  com- 
plicated exclusions  and  processing 
requirements." 

Another  clinic,  a  private  practice, 
asserted  it  could  not  afford  to  hire 
new  personnel  just  to  do  the  required 
paperwork. 

Particularly  troublesome  to  many 
clinics  were  the  administrative  and 
productivity  "screens"  required  by 
the  program.  Screens  are  guidelines 
on  reasonableness  of  cost.  The  ad- 
ministrative screen  places  an  upper 
limit  on  the  percentage  of  adminis- 
trative costs  the  clinic  may  claim, 
while  the  productivity  screen  requires 
that  a  clinic  demonstrate  a  minimum 
level  of  utilization  (visits)  in  order  to 
receive  maximum  reimbursement. 
Both  are  important  tools  to  ensure 
that  program  dollars  are  spent 
prudently  and  that  the  clinics  in- 
volved are  operating  cost-effectively. 
Program  administrators  agree  that  in 
many  cases,  however,  the  screens 
have  impeded  maximum  participa- 
tion by  clinics. 

Headaches  in  Vermont 

Some  clinics,  such  as  Vermont's 
Northern  Counties  Health  Centers, 
have  managed  under  program  re- 
quirements, though  not  altogether 
happily. 


"These  are  small,  unsophisticated 
rural  facilities,"  says  director 
Reynolds.  "I  understand  perfectly 
well  the  need  for  reports.  No  one 
report  is  overly  burdensome,  but 
there  must  be  some  way  to  make 
things  easier." 

He  noted  that  quarterly  reports  re- 
quired by  HCFA  and  by  the  Bureau 
of  Community  Health  Services  ask 
for  much  the  same  information,  but 
in  different  ways.  Two  management 
information  tracking  systems  had  to 
be  set  up  for  each  of  the  certified 
health  centers. 

Another  headache  for  Reynolds: 
although  the  Greensboro  and  Hard- 
wick  health  centers  were  within  the 
same  corporation,  each  required 
separate  certification. 

"This  means  that  we  must  file  cost 
reports  for  each,"  he  said,  "even 
though  these  two  centers  share  a  com- 
bined staff,  and  their  reimbursement 
rates  are  within  twenty  cents  of  each 
other." 

A  recent  review  of  last  year's  par- 
ticipation at  those  sites  showed  that  it 
cost  $2,290  in  staff  time  to  produce 
the  annual  cost  reports  required  to 
receive  $4,800  more  in  Medicare  and 
Medicaid  reimbursement. 

"If  there  are  no  changes  to  simplify 
the  reporting  process,  and  if  the  rate 
structure  does  not  become  more 
favorable  with  the  implementation  of 
prospective  reimbursement,"  Rey- 
nolds said,  "we  will  have  to  consider 
carefully  the  advisability  of  continu- 
ing to  participate." 

Nonetheless,  Reynold's  group  add- 
ed its  fourth  clinic  recently,  and  he 
says  his  staffers  do  not  find  the  ad- 
ministrative burdens  imposed  by  the 
rural  health  clinic  program  unbear- 
able. 

Regional  remedies  reported 

HCFA  administrators  of  the  rural 
health  clinic  program  hear  the  com- 
plaints, and  they  are  responding,  at 
both  the  regional  and  national  levels. 

The  federal  administrator  nearest 
the  Vermont  scene  acknowledges  that 
implementation  of  the  Act  is  "not 
without  problems." 

But  John  Kennedy,  administrator 
of  HCFA's  Boston  regional  office, 


contends  that  in  New  England,  the 
program  is  operating  effectively  and 
that  steps  have  been  taken  at  his  level 
to  resolve  some  of  the  difficulties 
clinics  have  encountered. 

Two  states  (and  potentially  a  third) 
gained  regional  approval  last  year  to 
have  claims  under  the  rural  health 
clinic  program  reimbursed  by  a  local 
common  fiscal  agent.  For  Maine, 
claims  under  the  program  are  now 
handled  by  Maine  Blue  Cross  (the 
contractor  that  handles  Medicare 
claims  for  the  state)  and,  for  Ver- 
mont, rural  health  clinic  claims  are 
reimbursed  by  the  New  Hampshire- 
Vermont  Blue  Cross.  The  regional  of- 
fice is  also  negotiating  to  have  the  lat- 
ter contractor  process  New  Hamp- 
shire rural  health  claims. 

(Initially,  the  program  provided  for 
just  five  regional  contractors 
throughout  the  country  to  handle 
rural  health  clinics  claims,  a  relatively 
small  workload  by  Medicare/Medi- 
caid  standards.  The  New  England 
states  were  assigned  to  Blue  Cross  of 
Western  Pennsylvania.) 


"I  understand  the  need 
for  reports,  but  there 
must  be  some  way  to 
make  things  easier. " 


Switching  to  local  contractors  gives 
HCFA  an  opportunity  to  study  the 
relative  advantages  and  disadvan- 
tages of  processing  claims  within  a 
state  versus  handling  them  through  a 
larger,  multi-state  regional  contrac- 
tor. In  addition,  the  use  of  a  common 
fiscal  agent  for  both  Medicare  and 
Medicaid  claims  under  the  program 
furthers  the  mutual  goal  of  the  Con- 
gress and  HCFA  of  integrating  the 
administration  of  Medicare  and 
Medicaid  to  the  greatest  degree  possi- 
ble. 

Kennedy  has  named  a  regional 
coordinator  for  rural  health  clinics, 
Frank  Dolfe,  to  serve  as  a  focal  point 
for  the  program  throughout  New 
England.  (Normally,  regional  respon- 
sibilities for  the  program  are  diffused 
among  various  HCFA  staffers  handl- 
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ing  Medicare,  Medicaid,  and  health 
standards  and  quality.  This  causes 
some  confusion  among  clinics  at- 
tempting to  contact  the  correct  per- 
son for  assistance  or  information.) 
Kennedy  also  has  planned  a  regional 
meeting  on  rural  health,  as  well  as  ap- 
propriate training  sessions  and  action 
schedules  for  regional  personnel,  as 
HCFA's  national  office  develops  and 
publishes  new  regulations  to  improve 
the  program  (discussed  below). 

During  the  first  three  quarters  of 
1979,  Medicaid  reimbursements  for 
rural  health  clinics  in  New  England 
totaled  $93,000,  which  projects  to  an 
annual  expenditure  of  about 
$124,000.  Total  Medicare  reim- 
bursements for  the  year  were  about 
$197,000. 

"All  states  in  the  region  have  ap- 
proved state  Medicaid  plans  that 
cover  rural  health  clinics,"  said  Ken- 
nedy. However,  he  noted  the  absence 
of  significant  participation  in  Con- 
necticut and  Massachusetts,  primarily 
because  those  states  have  few  areas 
that  can  be  defined  as  both  non- 
urban  and  medically  underserved. 

Focus  on  problems 

At  the  national  level,  every  effort  is 
being  made  to  bring  the  number  of 
clincis  certified  and  the  level  of  reim- 
bursements up  to  Congressional  ex- 
pectations as  rapidly  as  possible. 
(HCFA's  Bureau  of  Program  Opera- 
tions, directed  by  Mildred  Tyssowski, 
has  the  main  responsibility  for  im- 
plementing the  Act.)  In  doing  this, 
HCFA  has  focused  on  problem  areas 
and  taken  concrete  steps  to  assure 
that  reimbursement  and  certification 
processes  are  improved.  Such  steps 
include  reducing  reporting  require- 
ments and  bettering  communications 
between  headquarters  and  field  per- 
sonnel. 

To  remedy  some  of  the  clinics' 
most  notable  grievances  concerning 
reporting  requirements,  HCFA  is  de- 
signing a  simplified  cost  report  for 
use  by  all  clinics.  For  rural  clinics  that 
receive  funds  through  both  the  Act 
and  PHS  grants,  the  agency  is  work- 
ing closely  with  PHS  to  develop  a 
common  cost  report.  To  be  im- 
plemented soon,  this  report  will 
reduce  administrative  and  reporting 


burdens  on  such  clinics.  Addressing  a 
problem  faced  by  Vermont's  Nor- 
thern Counties  Health  Centers, 
HCFA  now  permits  chains  of  rural 
health  clinics  to  submit  a  con- 
solidated report  for  all  facilities, 
rather  than  separate  reports. 

To  encourage  broader  participa- 
tion by  clinics,  HCFA  is  drafting  new 
regulations  to  change  the  controver- 
sial "screens."  The  administrative 
screen  will  be  eliminated  and  the  pro- 
ductivity screen  changed  to  conform 
to  PHS  productivity  standards  for 
clinics.  The  proposed  regulations 
establish  a  prospective  reimburse- 
ment system,  based  on  a  three-year 
payment  cycle,  with  periodic  annual 
increases  in  reimbursement  to  allow 
for  inflation.  Such  a  system  will 
lighten  administrative  and  accounting 
burdens  on  the  clinics. 

Also,  clinics  now  have  greater  ac- 
cessibility to  HCFA  officials  who  ad- 
minister the  Act  from  the  central  of- 
fices in  Baltimore.  There,  rural  health 
coordinator  William  Bake  serves  as  a 
contact  point  with  clinics,  clinic  asso- 
ciations, state  and  federal  officials, 
Congressional  staffs,  and  regional  of- 
fice personnel.  Within  HCFA,  he 
works  to  coordinate  activities  of  all 
agency  components  in  implementing 
the  Act,  monitor  HCFA  action  plans 
relating  to  rural  health,  develop  and 
circulate  reports  on  significant  ac- 
tivities, and  generally  remove 
obstacles  to  implementation  of  the 
Act. 

Bake  notes  that  efforts  are  being 
increased  to  bring  states  not  now  par- 
ticipating financially  in  the  program 
(as  the  Act  provides)  into  compliance, 
so  that  the  program  is  implemented  as 
fully  as  possible  nationwide. 

Center  of  attention 

The  rural  health  program  is  highly 
visible.  It  has  not  lacked  for  attention 
within  the  federal  establish- 
ment— from  the  Congress,  the 
Government  Accounting  Office 
(which  is  studying  HCFA's  progress 
in  implementing  the  Act),  and  HHS 
itself  (the  Office  of  the  Inspector 
General  reported  in  1979  on  service 
delivery  under  the  Act),  as  well  as 
from  the  rural  health  clinic  advocacy 
groups. 


Implementation  of  the  Act  is  given 
high  priority  by  the  Rural  Health 
Coordinating  Committee,  an  in- 
teragency group  set  up  in  1975. 
Recently  charged  with  developing  ac- 
tion plans  on  all  aspects  of  federal  in- 
volvement in  rural  health  and 
monitoring  implementation  of  those 
put  into  effect,  the  committee  now 
has  a  new  chairperson,  Dr.  George 
Lythcott  (head  of  the  Health  Services 
Administration),  and  new  major 
responsibilities  and  objectives. 

The  latter  result  from  a  Presiden- 
tial statement  last  December  on  small 
business  and  rural  development 
policy.  In  support  of  the  President's 
initiative,  HHS  empowered  the  com- 
mittee to  make  direct  recommenda- 
tions to  the  White  House  and 
designated  HCFA  as  the  lead  agency 
for  full  implementation  of  the  Rural 
Health  Clinic  Services  Act.  Other 
participants  in  the  committee  are  the 
Department  of  Agriculture  and 
(under  HHS)  Public  Health  Service, 
National  Institutes  of  Health,  and  the 
Administration  for  Drug  Abuse, 
Mental  Health,  and  Alcoholism. 

Toward  a  common  goal 

Have  these  efforts  yet  reached  the 
far-flung  rural  clincis,  in  Vermont 
and  elsewhere?  The  National  Rural 
Primary  Care  Association's  David 
Fenton  says: 

"We  find  it  encouraging  that 
notice  has  been  taken  that  problems 
exist  and  that  federal  administrators 
take  responsibility  for  solving  them. 
This  marks  a  significant  change  from 
the  situation  a  year  ago.  We  see  ac- 
tivity and  have  real  hope  that  im- 
provements in  reporting  requirements 
and  other  needed  changes  in  the  pro- 
gram will  be  effected  soon." 

By  keeping  in  close  touch  with  the 
clinics  and  their  representatives, 
HCFA  policymakers  and  ad- 
ministrators gain  essential  informa- 
tion about  how  the  Rural  Health 
Clinic  Services  Act  is  actually  being 
carried  out  in  the  hills  and  dales  of 
America's  countryside.  In  this  way, 
the  agency  can  focus  available  federal 
resources  on  solving  problems  in  the 
program,  so  as  to  foster  the  avail- 
ability of  quality  health  care  to  the 
nation's  often-invisible  rural  poor.  ■ 
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HHS  Announces  Initiatives 

to  Help  Financially 
Troubled  Hospitals 


On  June  24,  the  Secretary  of 
Health  and  Human  Services, 
Patricia  Roberts  Harris,  announced 
in  Washington  an  agreement 
between  the  Federal  Government, 
new  York  State,  and  New  York  City 
to  embark  on  a  five-year  program 
to  improve  health  care  delivery  in 
Harlem.  Program  activities  will  be 
centered  at  two  Harlem  hospitals. 
Metropolitan  and  Sydenham.  On 
the  same  day.  Secretary  Harris 
presented  the  findings  of  a 
Departmental  Task  Force  on 
Financially  Troubled  Hospitals, 
which  she  appointed  last 
December.  Excerpts  from  her 
remarks  in  connection  with  these 
two  linked  announcements  appear 
on  the  next  pages. 
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Harlem  Health  Care  Demonstration  Project 


We  are  announcing  an  important  step  toward 
meeting  the  serious  health  care  problems  in  the  Harlem 
community:  too  much  illness,  too  few  doctors,  too  lit- 
tle health  insurance  .  .  . 

Among  the  major  concerns  of  the  Carter  Ad- 
ministration has  been  inadequate  health  care  available 
to  our  people. 

•  22  million  Americans  have  no  health  insurance, 
and  20  million  more  have  inadequate  coverage. 

•  State  eligibility  requirements  bar  half  of  the  na- 
tion's poor  from  coverage  under  the  Medicaid  pro- 
gram, causing  millions  to  go  without  health  care. 

•  Hospital  costs  are  climbing  faster  than  the  general 
inflation  rate,  stretching  our  resources. 

•  There  are  too  few  primary-care  physicians  in  cen- 
tral cities,  with  the  result  that  the  poor  and  the  disad- 
vantaged are  denied  care.  The  Harlem  primary-care 
and  doctor-patient  ratio,  for  instance,  is  one  doctor 
for  every  15,000  people — a  ratio  thirty  times  worse 
than  the  national  average. 

These  conditions  have  an  especially  harsh  impact  on 
inner  city  hospitals — institutions  which  are  often  the 
only  source  of  health  care  for  the  poor  and  the  disad- 
vantaged. 

As  a  result  of  our  concern,  last  December  I  esta- 
blished a  Department-wide  task  force  to  investigate 
this  growing  national  problem  and  to  suggest  ways  in 
which  the  Federal  Government  could  respond. 

Later  today,  I  will  announce  the  results  of  that  study 
and  the  initiatives  we  will  undertake  in  both  urban  and 
rural  areas  to  respond.  The  demonstration  project  we 
are  announcing  today  for  Harlem  is  a  major  element 
of  that  initiative,  and  I  expect  it  to  serve  as  a  model  for 
provision  of  improved  health  care  in  other  cities. 

Specifically,  the  plan  we  are  announcing  here  would 
establish  a  five-year  demonstration  program  to  im- 
prove the  delivery  of  health  care  in  Harlem,  with  costs 
shared  by  federal,  state,  and  local  governments. 

Metropolitan  Hospital  would  become  "family  doc- 
tor" to  the  people  of  the  community,  providing  a  con- 
tinuing, broad  range  of  health  services  with  emphasis 
on  the  primary  and  preventive  care  which  is  often  lack- 
ing in  inner-city  areas. 

Those  enrolling  in  the  Metropolitan  program  will 
select  a  specific  primary  health  care  team,  based  at  that 
hospital,  to  be  their  regular  source  of  medical  care. 
That  team  will  provide  general  medical  care  for  the  pa- 
tient, and  will  arrange,  coordinate,  and  monitor  all 
other  care  the  patient  receives.  It  will  also  ensure  that  a 
complete  record  is  kept  of  each  patient's  health  needs 
and  services  received. 

The  Metropolitan  program  will  become  a  full 
health-maintenance  organization  by  the  end  of  the 
third  year,  with  all  services  paid  for  on  a  per-capita 


basis.  Under  the  agreement,  the  city  will  enroll  in  the 
plan  at  least  17,000  city  employees  or  others  with 
health  insurance — including  Medicare  and  Medi- 
caid— who  live  in  the  area  in  order  to  give  the  HMO 
needed  stability. 

If  this  demonstration  is  successful,  at  the  end  of  five 
years  we  will  have  a  model  delivery  system  which  can 
be  used  by  other  inner-city  areas  with  similar  pro- 
blems. 

In  view  of  the  severe  alcoholism,  drug  abuse,  and 
related  mental  health  problems  in  the  Harlem  com- 
munity, we  have  also  agreed  to  establish  a  specialized 
alcohol,  drug-abuse,  and  acute  mental-illness  program 
at  Sydenham  Hospital.  The  program  will  be  operated 
by  a  qualified  community  group,  which  we  hope  to 
identify  within  two  months.  We  expect  that  the 
Sydenham  program  would  include  90  beds  for  patients 
suffering  from  these  problems. 

Funding  for  the  Metropolitan  program  is  estimated 
to  cost  an  additional  $7.7  million  in  federal  funds  for 
newly  eligible  persons  in  the  first  year.  It  will  be  pro- 
vided through  a  waiver  under  Section  1 15  of  the  Social 
Security  Act.  New  York  City  and  New  York  State  to- 
gether will  provide  another  $7.7  million. 

The  amount  and  sources  of  funds  to  be  used  at 
Sydenham  will  be  determined  as  we  work  with  the 
state,  city,  and  community  groups  to  develop  the 
details  of  the  project. 

We  believe  that  the  Harlem  project  will  succeed  in 
meeting  the  most  pressing  needs  of  the  people  in  the 
area  and  that  it  can  serve  as  a  model  for  a  health  care 
delivery  system  which  can  better  serve  the  most 
vulnerable  people  in  central-city  neighborhoods  all 
across  our  country. 

In  the  long  run,  only  the  adoption  of  a  national 
health  insurance  program  can  assure  financial  viability 
of  those  hospitals  which  serve  large  numbers  of  this 
Nation's  poor.  I  join  the  Vice  President  in  calling  for 
prompt  approval  by  the  Congress  of  the  President's 
national  health  plan.  The  demonstration  we  are  an- 
nouncing today  will  ensure  that,  when  that  plan  is 
enacted,  we  will  be  ready  to  provide  the  high  quality 
health  care  the  people  of  Harlem  need  and  deserve. 
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Financially  troubled  hospitals:  Task  force  findings 


Our  nation  has  an  abundance  of  health  care 
resources.  We  have  nearly  450,000  physicians,  by  most 
accounts  more  than  enough  to  meet  our  needs.  We 
have  more  hospital  beds  than  are  required  for  an  effi- 
cient health-care  delivery  system.  We  spend,  as  a  na- 
tion, more  than  $200  billion  on  health  care. 

At  the  same  time,  despite  the  abundant  supply  of 
physicians  and  excess  of  hospital  beds,  there  are  ap- 
proximately 50  million  people  in  this  country  living  in 
communities  which  are  medically  underserved.  For 
many  people  in  these  communities,  the  family  doctor 
is  not  named  Welby  or  Kildare,  but  "emergency 
room"  or  "outpatient  clinic."  In  these  communities 
the  closing  of  a  hospital  may  eliminate  the  few  medical 
services  that  are  available  to  residents.  One  such  com- 
munity is  Harlem  .  .  . 

Last  December,  I  appointed  a  Departmental  Task 
Force  on  Financially  Troubled  Hospitals  under  the 
leadership  of  Under  Secretary  Nathan  Stark.  I  asked 
this  task  force  to  determine  the  magnitude  of  the  pro- 
blem, the  causes  of  the  distress,  and  the  resources 
needed  to  respond.  I  am  announcing  its  findings. 

•  We  found  the  hospital  industry  basically  sound, 
but  many  hospitals  in  low-income  urban  and  rural 
areas  are  in  financial  trouble. 

•  We  found  state  and  local  governments  are  doing 
their  job,  but  there  are  stringent  eligibility  re- 
quirements, limited  benefits,  and  inadequate  reim- 
bursement rates  under  some  Medicaid  programs,  as 
well  as  limits  on  direct  state  and  local  funding  that 
must  be  addressed; 

•  We  found  many  cases  of  inadequate  manage- 
ment: outdated  accounting  practices,  uneven  collec- 
tion efforts,  unsophisticated  purchasing  practices,  and 
inefficient  staffing  patterns; 

•  We  found  rapidly  rising  operating  expenses 
resulting  from  inflation,  the  cost  of  new  medical 
technologies,  excess  hospital  beds,  and  ineffective 
planning; 

•  We  found  physician  shortages  and  a  lack  of 
organized  primary-care  systems,  leading  individuals  in 
medically  underserved  areas  to  seek  care  in  more  ex- 
pensive hospital  outpatient  departments  and  emergen- 
cy rooms;  and 

•  We  found  too  many  instances  when  hospitals 
could  not  collect  revenues  because  patients  had  inade- 
quate health  insurance  or  no  coverage  at  all. 

•  The  Department  of  Health  and  Human  Services 
has  limited  resources  to  respond  to  the  problems  of 
financially  troubled  hospitals.  These  resources  have 
been  used  in  developing  the  Harlem  demonstration 
program.  They  include  Medicare  and  Medicaid  waiver 
and  demonstration  authorities,  and  grant  programs  of 
the  Public  Health  Service. 


These  resources  are  important,  but  we  must  do 
more,  and  state  and  local  governments  must  share  the 
responsibility.  Cutbacks  in  state  and  local  funding  for 
public  hospitals  and  state  imposed  restrictions  on 
Medicaid  eligibility  benefits  and  reimbursement  rates 
are  major  causes  of  financial  distress.  Federal  funds 
cannot,  and  should  not,  replace  state  and  local  fun- 
ding. 

Based  on  the  recommendations  of  the  task  force,  I 
am  directing  that  the  following  actions  be  taken  by  the 
Department  of  Health  and  Human  Services: 

•  First,  we  will  undertake  a  demonstration  program 
for  distressed  hospitals  which  will  explore  alternative 
delivery  and  reimbursement  arrangements  involving 
hospitals  in  medically  underserved  communities. 

•  Second,  we  will  respond  as  one  department  to 
community  needs,  coordinating  health  and  human  ser- 
vices programs  in  order  to  provide  maximum 
assistance. 

•  Third,  I  have  instructed  Health  and  Human  Ser- 
vices principal  staff  to  address  the  needs  of  financially 
troubled  hospitals  in  the  1982  budget  proposals.  This 
Department  must  have  the  ability  to  respond  to  needs 
of  underserved  communities. 

•  Fourth,  we  are  seeking  from  the  Congress  new 
authority  to  allow  for  greater  range  of  experimenta- 
tion. 

Throughout  this  process,  we  will  be  meeting  with 
representatives  of  state  and  local  governments,  con- 
sumer and  labor  groups,  and  the  hospital  industry  in 
order  to  ensure  cooperative  efforts  at  the  local  level. 

Ultimately,  the  financial  viability  of  distressed 
hospitals  and  the  health  of  the  people  they  serve  re- 
quire fundamental  reform: 

•  There  must  be  enactment  of  the  Child  Health 
Assurance  Program  (CHAP)  and  the  President's  na- 
tional health  plan. 

•  There  must  be  reform  of  our  reimbursement 
system. 

•  There  must  be  hospital  cost  containment. 

•  We  must  continue  this  Administration's  efforts  to 
expand  enrollment  in  health-maintenance  organiza- 
tions and  other  organized  systems  of  care. 

•  We  must  increase  the  number  of  primary  care 
providers   in   medically   underserved  communities. 

The  Carter  Administration  has  begun  the  task:  by 
doubling  the  size  of  the  National  Health  Service  Corps 
and  community  health  center  programs,  proposing 
CHAP  and  the  national  health  plan.  Now  we  must  all 
act — together — to  build  on  those  efforts. 

Our  goal  is  to  assure  all  Americans  the  health  care 
they  need — no  matter  where  they  live  or  what  their  in- 
come pay  be. 
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HOSPITALS  TODAY  ARE  Di- 
versifying their  product  lines.  Not 
only  do  they  offer  acute  inpatient 
care,  but  also  a  broad  range  of  am- 
bulatory services,  as  well  as  home 
care,  long-term  care,  health  educa- 
tion, hospice  programs,  and  health 
maintenance  organizations.  Such  ser- 
vices may  be  provided  directly  or 
through  affiliation. 

Diversification  can  achieve  econo- 
mies of  scale  and  scope.  Hospital- 
sponsored  or  affiliated  ambulatory 
care  offers  the  potential  to  substitute 
certain  types  of  ambulatory  services 
for  inpatient  care.  It  also  can  increase 
continuity  of  care  by  linking  am- 
bulatory and  acute  care  providers. 
Hospitals,  by  developing  coor- 
dinated, comprehensive  plans  for 
delivery  of  health  services  to  their 
community,  can  become  vehicles  for 
fundamental  change  in  the  health  in- 
dustry. 

However,  hospital  diversification 
and  increased  utilization  of  am- 
bulatory services  raise  important 
questions  about  the  role  hospitals 
play  in  provision  of  ambulatory  ser- 
vices, factors  affecting  a  hospital's  in- 
volvement in  ambulatory  services, 
and  the  implications  for  public 
policy. 

Types  of  ambulatory  care 

Ambulatory  care  encompasses  a 
range  of  health  services  rendered  to 
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Spectrum  of  services: 
from  out-patient  surgery 
to  primary  care 

by  Linda  A.  Burns 


patients  not  confined  to  bed  during 
the  period  services  are  received.  But 
hospital-provided  ambulatory  care 
includes  more  than  a  transfer  of  a 
private  physician  practice  to  hospital 
facilities.  Ambulatory  services 
themselves  have  come  to  include 
more  medically  complex  services  than 
those  offered  by  a  general  practi- 
tioner to  patients  healthy  enough  to 
walk  into  the  office.  The  explosion  of 
technology  has  transformed  health 
services  delivered  to  ambulatory  pa- 
tients as  well  as  to  patients  who  are 
hospitalized. 

At  one  end  of  the  spectrum  of  am- 
bulatory services  is  the  most 
technologically  sophisticated  care,  as 
measured  by  facility  and  equipment 
requirements,  as  well  as  type  and 
number  of  specialized  staff,  and  the 


mix  of  medical  and  health  disciplines 
involved.  One  example  is  an  am- 
bulatory surgical  unit,  where  services 
are  rendered  by  a  surgical  team  in  a 
specialized  facility  with  patient 
monitoring  and  life-support  equip- 
ment. 

As  one  moves  along  the  spectrum, 
other  less  technological  services  are 
represented.  Services  that  require  the 
interaction  of  multi-disciplinary 
teams  of  physicians,  nurses,  dietitians 
and  pharmacists  emerge,  followed  by 
single-discipline  subspecialties.  Near- 
ing  the  opposite  end  of  the  spectrum 
is  primary-care,  non-acute  home 
care,  and  health  education  and  pro- 
motion programs.  Requirements  for 
facilities,  staffing,  and  equipment 
vary  considerably,  depending  on  the 
types  of  ambulatory  services  a 
hospital  provides  and  the  mix  of  high 
technology  ambulatory  services,  sub- 
specialty services,  and  primary  care. 

Range  of  involvement  and  control 

Hospitals  become  involved  in  am- 
bulatory care  to  varying  extents  and 
with  differing  degrees  of  control.  A 
hospital  that  has  corporate  ownership 
of  the  program,  provides  the  manage- 

Linda  A.  Burns  is  director  of  the  American 
Hospital  Association 's  Division  of  Ambulatory 
Care  in  Chicago.  The  Division  works  to  help 
hospitals  recognize  and  modify  their  services  to 
meet  increasing  demands  for  non-inpatient  ser- 
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ment,  and  makes  the  major  policy 
decisions  exercises  a  high  degree  of 
control. 

But  a  hospital  that  merely  rents  or 
leases  a  facility  to  health  profes- 
sionals, who  operate  and  manage  an 
ambulatory  care  program,  such  as  a 
hospital-owned  building  housing 
physicians'  offices,  normally  has  little 
control  or  involvement. 

Determination  of  physician  com- 
pensation and  the  mix  and  scope  of 
their  services  is  an  important  factor  in 
control.  A  hospital  that  employs 
salaried  physicians  to  provide  am- 
bulatory services  exercises  a  greater 
degree  of  control  than  one  that  does 
not.  However,  a  hospital  without 
physicians  on  payroll  may  still 
achieve  considerable  control  over  its 
ambulatory  care  programs  to  the  ex- 
tent that  it  places  the  individual 
physician  or  medical  group  providing 
services  at  financial  risk  or  gain 
through  contractual  arrangements. 
Under  such  agreements,  the  hospital 
and  physicians  share  the  financial 
losses  or  gains  from  the  program 
operations. 

Involvement  or  control  can  vary 
with  the  type  of  service.  For  example, 
a  hospital  might  control  all  aspects  of 
an  ambulatory  surgery  program  ex- 
cept revenues  associated  with  physi- 
cians' professional  services,  while  ac- 
ting only  as  landlord  for  a  facility  in 
which  private-practice  physicians  of- 
fer general  internal-medicine  and 
other  office-based  services.  A 
hypothetical  hospital's  involvement 
in  ambulatory  care  is  analyzed  in 
Figure  1. 

Utilization  increases 

Utilization  of  ambulatory  services 
has  increased  in  recent  years.  Between 
1973  and  1977,  outpatient  visits  to 
community  hospitals  increased  by  15 
percent,  according  to  the  American 
Hospital  Association's  most  recent 
data  (see  Figure  2).  During  the  period 
1970-1977,  the  number  of  inpatient 
days  per  1,000  population  declined  at 
an  average  annual  rate  of  0.7  percent, 
even  though  the  average  rate  of  ad- 
missions increased  1.6  percent  yearly. 

There  is  no  proof  that  the  decrease 
in  inpatient  utilization  is  directly  link- 
ed to  the  increase  in  use  of  outpatient 


services.  Some  might  infer  that  in- 
creased use  of  ambulatory  services  re- 
flects a  substitution  of  ambulatory 
care  for  inpatient  care,  but  whether 
this  is  true  is  not  known.  Broadened 
insurance   coverage,    making  am- 


bulatory services  relatively  more  pro- 
fitable for  hospitals,  may  be  a  factor 
in  increased  use. 


Emergency  depart- 
ments represent  the 
most  common  locus 
of  ambulatory 
services. 


Most  hospitals  offer  ambulatory 
care.  Emergency  departments,  the 
most  common  locus,  were  found  in 
90.7  percent  of  the  5,283  non-federal 
community  hospitals  surveyed  by  the 
American  Hospital  Association  for 
1978.  Organized  outpatient  depart- 
ments were  found  in  30.5  percent.  Far 


less  frequently  did  a  hospital  offer  an 
alcoholism  or  chemical  dependency 
(drug)  program  (9.2  percent).  Some 
differences  in  the  kinds  of  am- 
bulatory services  offered  according  to 
hospital  type  are  shown  in  Figure  3. 
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As  to  the  extent  to  which  organized 
outpatient  departments  are  offered, 
there  seems  little  difference  between 
free-standing  community  hospitals 
and  hospitals  that  are  part  of  a  chain. 
But  investor-owned  hospitals  as  a 
group  offer  markedly  fewer  organ- 
ized outpatient  services  and  alcohol- 
ism/drug programs  than  do  commun- 
ity hospitals  generally.  (Whether  this 
is  because  such  services  are  perceived 
as  less  profitable  or  because  of  other 
variables,  such  as  location  or  teach- 
ing/non-teaching mission  is  not 
known.)  Investor-owned  hospitals 
operate  emergency  departments  near- 
ly as  often  as  non-investor-owned 
hospitals. 

In  considering  the  increased  de- 
mand for  ambulatory  care,  one 
should  distinguish  between 
"demand"  and  "need"  for  a  service. 


Figure  1.  Extent  of  a  Hypothetical  Hospital's  Involvement  and  Control 
of  an  Ambulatory  Care  Program 
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Figure  2.  Utilization  of  Ambulatory  Care 
In  Community  Hospitals,  1973-77 


Outpatient 


Year 

Visits 
(millions) 

Change  over 
Previous  Year 

(%) 

1973 

173 

+  6.4% 

1974 

189 

+  9.2 

1975 

191 

+  0.1 

1976 

201 

+  5.5 

1977 

199 

-1.3 

Source:  American  Hospital  Association  Annual  Surveys, 
1974-1978 


Demand  refers  to  the  willingness  and 
ability  of  consumers  to  purchase 
health  services;  need  reflects  a  judg- 
ment by  a  patient  or  a  determination 
by  another  party  (e.g.,  physician  or 
relative)  that  health  services  are  re- 
quired. Need  does  not  necessarily  cor- 
relate with  the  patient's  ability  and 
willingness  to  pay  for  services. 

Insurance  coverage  a  factor 

Some  economists  believe  that  levels 
of  health  insurance  coverage  in- 
fluence demand  for  ambulatory  ser- 
vices. Ambulatory  care  benefits 
under  both  private  and  federal  insur- 
ance plans  as  well  as  health  mainten- 
ance organizations  have  generally  ex- 
panded in  recent  years.  The  propor- 
tion of  the  population  under  age  65 
with  coverage  for  laboratory  and 
radiology  ambulatory  services  in- 
creased from  50  to  75  percent  be- 
tween 1967  and  1976.  Similarly,  from 
1970  to  1976,  the  proportion  of  the 
population  under  age  65  with  in- 
surance coverage  for  physician  office 
and  home  visits  grew  from  35.2  per- 
cent to  62.2  percent. 

Further  expansion  of  ambulatory 
care  benefits  under  public  or  private 
financing  plans  or  through  enactment 
of  a  national  health  insurance  pro- 
gram could  significantly  increase  de- 
mand for  such  services.  It  has  been 
estimated  that  a  full-coverage  in- 
surance plan  would  increase  demand 
by  75  percent,  while  a  25  percent 
maximum  co-insurance  plan  would 
increase  demand  by  30  percent. 

Other  reasons  for  increased  de- 
mand relate  to  demographic  and 
economic   characteristics   of  the 


population.  Statistics  from  the  Na- 
tional Center  for  Health  Statistics  in- 
dicate that  total  visits  to  various  kinds 
of  ambulatory  care  providers  (includ- 
ing physicians,  hospital  clinics,  and 
emergency  departments,  plus  home 
visits)  increase  by  age  group.  These 
statistics  (see  Figure  4)  also  show  that 
people  75  and  over  make  twice  the 
number  of  visits  on  the  average  as 
youngsters  14  and  under.  However, 
visits  to  hospital  clinics  and  emergen- 
cy rooms  occur  most  frequently 
among  the  15-24  and  45-64  age 
groups,  and  drop  off  sharply  among 
those  75  and  older.  Also,  rising  in- 
comes among  the  population  tend  to 
encourage  greater  consumption  of  all 
kinds  of  goods  and  services,  including 
ambulatory  care. 

Competition  spurs  hospitals 

Related  to  demand  is  the  notion  of 
competition.  Some  hospitals  might  be 
spurred  to  establish  or  expand  ambu- 
latory services  because  of  increased 
competition  from  other  providers  of 
ambulatory  services.  Historically, 
competition  among  hospitals  is  not 
based  on  price.  Hospitals  have  long 
competed  with  one  another  to  secure 
population  bases  from  which  the  de- 
mand for  health  services  is  derived. 

For  example,  hospitals  acquire  new 
specialized   technology   and  widen 


Figure  3.  Ambulatory  Care  Programs, 


their  scopes  of  service  to  attract  and 
retain  physicians,  who  then 
hospitalize  their  patients  in  the  hos- 
pitals that  have  most  successfully 
satisfied  the  physicians'  medical  prac- 
tice requirements. 

In  ambulatory  care,  there  is  selec- 
tive competition  among  hospitals  and 
between  hospitals  and  physicians,  as 
well  as  between  physicians  and  HMO 
plans.  Price  competition  is  more  like- 
ly to  exist  in  ambulatory  care, 
because  generally  insurance  coverage 
for  such  services  is  less  broad  than  for 
inpatient  care,  and  patients  seeking 
ambulatory  care  may  face  out-of- 
pocket  expenditures.  Patients  who 
have  adequate  income  or  insurance  to 
cover  such  care  are  sought  after  by 
ambulatory  care  providers.  Such  pro- 
viders are  likely  to  set  their  charges  at 
prevailing  community  levels  to  re- 
main price-competitive. 

An  individual  hospital  without  ex- 
cess demand  for  inpatient  services 
might  not  want  to  establish  an  ambu- 
latory surgery  program  because  its 
revenues  from  performing  the  surgery 
on  an  inpatient  basis  would  be  reduc- 
ed and  excess  bed  capacity  created. 
However,  if  another  competitor,  in 
the  form  of  a  hospital  or  private 
physician  group,  established  an 
ambulatory   surgery   program,  the 


,  by  Category  of  Hospital  (U.S.,  1978) 


By  Hospital  Category* 
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Systems 


Type  of 
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Hospitals  in  Investor 
Multi-Hospital  Owned 
Systems  Hospital 


Organized  outpatient 

department  (OPD)  30.5%  30.4%             19.7%  20.9% 

Visits  per  OPD  78,190  70,608             36,343  24,201 

Emergency  room  (ER)  90.7  82.8               77.4  80.0 

Visits  per  ER  15,879  16,794             10,320  9,400 
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'Categories  are  not  mutually  exclusive. 

Source:  American  Hospital  Association.  Annual  Survey,  1979,  and  Special  Survey,  1979 
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hospital  might  be  prompted  to  initiate 
a  program  of  its  own. 

Other  reasons  why  hospitals  are 
becoming  increasingly  involved  in 
ambulatory  care  programs  today  in- 
clude pressures  from  insurers, 
regulators,  and  health  planners;  such 
economic  factors  as  diversification  of 
risk;  and  the  motivations  of  in- 
dividual hospitals  related  to  institu- 
tional objectives  and  goals.  A  discus- 
sion of  such  concerns  follows. 

Federal  encouragement 

Pressures  from  third-party  payers, 
regulators,  and  health  planners  may 
cause  a  hospital  to  establish  or  ex- 
pand ambulatory  care.  Through 
financial  incentives  and  the  process  of 
planning  and  approval  by  health 
system  agencies  these  entities  en- 
courage both  the  substitution  of  am- 
bulatory for  inpatient  care  and  the  ex- 
pansion of  ambulatory  care  pro- 
grams. 


Pressures  from  third- 
party  payers, 
regulators  and  health 
planners  may  cause  a 
hospital  to  establish 
or  expand  ambula- 
tory care. 


For  example,  development  of  am- 
bulatory services  and  inter-organiza- 
tional arrangement  is  encouraged  by 
the  Federal  Government  under  the 
Health  Planning  and  Resources 
Development  Act  of  1974,  as  amend- 
ed. Specifically,  the  Act  sets  the 
following  priorities  for  federal,  state, 
and  area  health  planning  programs: 

•  Provision  of  primary  care  ser- 
vices for  medically  underserved  popu- 
lations; 

•  Development  of  medical  group 
practices  (especially  those  whose  ser- 
vices are  appropriately  coordinated 
or  integrated  with  institutional  health 
services),  HMOs,  and  other  organ- 
ized systems  for  the  provision  of 
health  care; 


Figure  4.  Ambulatory  Care  Visits, 
by  Age  Group  (Per  1,000  Population) 
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506 

75-over 

7,161 

324 

Source:  National  Center  for  Health  Statistics,  HHS 
Health  Interview  Survey,  Series  10,  No.  97,  Data  for  1971 


•  Assurance  of  access  to  communi- 
ty mental-health  centers  and  other 
mental  health  care  providers  for 
needed  services  to  emphasize  the 
preference  of  outpatient  over  inpa- 
tient care; 

•  Development  of  health  service 
institutions  capable  of  providing 
various  levels  of  care  (including  inten- 
sive, acute  general,  and  extended 
care)  on  a  geographically  integrated 
basis; 

•  Development  of  multi-institu- 
tional arrangements  for  the  sharing 
of  support  services  necessary  to  all 
health-service  institutions. 

Economic  factors 

Hospitals  may  seek  to  diversify 
financial  risk  and  protect  their 
revenue  base  by  "vertically"  expan- 
ding into  services  other  than  acute  in- 
patient. These  hospitals  view  them- 
selves more  as  health-care  corpor- 
ations with  different  product  lines; 
ambulatory  care  represents  a  new  line 
of  business.  Besides  developing  new 
products  for  existing  patient  popula- 
tions, hospitals  may  seek  to  develop 
new  markets  for  existing  ambulatory 
care  services.  A  further  impetus  to 
such  diversification  is  provided  by 
constraints  on  inpatient  revenues  im- 
posed by  government  regulation. 

Chains  of  hospitals,  particularly 
investor-owned,  might  seem  likely  to 
diversify,  but  such  institutions  are 
already  diversified  horizontally,  pro- 
viding similar  services  through  multi- 


ple hospital  arrangements.  Free- 
standing hospitals  might  have  a 
greater  incentive  to  reduce  risks  by 
diversification  of  services.  Also, 
hospitals  with  excess  facilities,  staff, 
or  management  might  look  for  ways 
to  employ  their  unused  capacity. 

Some  hospitals  whose  primary  ob- 
jective is  inpatient  service  use  am- 
bulatory care  as  a  "loss  leader,"  pro- 
viding it  only  to  the  extent  that  it 
serves  patients  who  later  become  in- 
patients. Ambulatory  care  is  thus 
viewed  as  a  feeder  or  gate-keeper  for 
inpatient  services. 

To  the  extent  that  the  cost  per  unit 
of  output  decreases  as  the  rate  of  out- 
put increases,  larger  hospitals  and 
systems  of  hospitals  enjoy  economies 
of  scale.  There  is  some  evidence  that 
multi-hospital  systems  employ  more 
management  specialists  than  hospi- 
tals not  part  of  such  systems,  and  that 
multi-hospital  systems  are  able  to 
raise  capital  more  easily  and  at  a 
lower  cost  than  hospitals  which  are 
not  part  of  multi-hospital  systems.  To 
the  extent  that  multi-hospital  systems 
can  marshall  negotiating  clout  with 
third  parties  and  achieve  production 
efficiencies  in  processing  insurance 
claims,  their  costs  of  doing  business 
may  be  less  than  other  hospitals, 
everything  else  being  equal. 

Mission  of  hospital 

Another  reason  for  a  hospital  to 
become  involved  or  expand  its  in- 
volvement in  ambulatory  care  is  to 
forward  its  own  goals  and  objectives. 

For  example,  a  not-for-profit 
hospital  might  establish  an  am- 
bulatory care  program  to  serve  a  por- 
tion of  its  service  area  population 
who  cannot  obtain  health  care  from 
private  physicians,  because  of  inabili- 
ty to  pay  or  because  physicians  have 
not  located  in  their  area.  Such  a 
hospital  might  view  itself  as  a 
community-based  institution,  estab- 
lished and  supported  with  voluntary 
contributions,  with  a  responsibility  to 
serve  indigent  patients  and  thus 
return  "dividends"  to  the  community 
in  the  form  of  free  care. 

Another  institution  with  a  cor- 
porate objective  of  agressive  growth 
and  profit-making  or  diversification 
might  be  willing  to  establish  or  ex- 
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pand  ambulatory  services.  There  is 
some  reason  to  think  that  multi- 
hospital  systems,  particularly  those 
that  are  investor-owned,  are  more 
likely  than  free-standing  hospitals  to 
pursue  a  policy  of  aggressive  growth. 

Teaching  and  research  programs 

As  medical  education  curricula  and 
residency  programs  increasingly  em- 
phasize training  of  family  practice 
physicians,  teaching  hospitals  must 
arrange  for  ambulatory  care  training 
sites  for  undergraduate  medical  stu- 
dents and  residents.  Accordng  to  the 
Liaison   Committee   on  Graduate 
Medical  Education,  special  require- 
ments  that   apply  to  training  of 
residents  in  family  practice  include: 
"The  teaching  of  family  practice 
takes  place  in  the  ambulatory 
facilities  of  the  family  practice 
center  and  on  the  hospital  inpa- 
tient services.    The  experience 
should  be  designed  so  that  the 
resident   maintains  continuing 
patient  responsibility  when  his 
patients  from  the  family  practice 
center  require  hospitalization. 

The  patient  composition  of  the 
whole  family  practice  service 
should  be  a  stable  one  in  order  to 
insure  continuity  of  experience 
for  the  resident.  A  patient 
population  seeking  only  episodic 
care  does  not  meet  this  require- 
ment. Patients  who  provide  a 
broad  spectrum  of  problems  and 
represent  varied  income  levels 
should  be  included,  attended, 
and  managed  either  in  the  hos- 
pital, the  family  practice  center, 
at  home  or  in  institutions  for 
long-term  care  or  rehabilitation. 
Training  also  must  include  emer- 
gency room  care  as  well  as  a 
large  component  devoted  to 
health  maintenance  and  preven- 
tive health  care  in  order  to  pro- 
vide for  the  entire  range  of  needs 
for  the  patient  and  the  family.  " 

In  addition,  training  in  internal 
medicine  is  required  to  place  empha- 
sis upon  the  patient  as  a  whole  and  in- 
clude experience  in  the  social,  ambu- 
latory and  preventive  aspects  of  medi- 
cine, as  well  as  rehabilitation.  Special 
requirements  for  residencies  in  allergy 
and  immunology  also  call  for  the  resi- 


dent to  see  "an  adequate  number  and 
variety  of  ambulatory  patients." 

Such  requirements  have  prompted 
hospitals  that  have  teaching  as  a  ma- 
jor institutional  objective  to  consider 
establishing  or  expanding  ambulatory 
care  programs.  Likewise,  hospitals 
with  major  research  commitments 
and  activities  require  ambulatory  pa- 
tients. For  example,  hospitals  with 
major  clinical  research  activities  in 
oncology  and  chemotherapy  must 
have  the  ability  to  treat  patients  over 
the  entire  spectrum  of  inpatient  and 
ambulatory  care. 

Public  policy  issues 

A  number  of  important  public 
policy  issues  emerge  from  hospital  in- 
volvement in  ambulatory  care  and 
other  out-patient  services.  Health 
care  programs  should  represent  the 
best  use  of  society's  resources  and, 
for  a  given  program,  resources  should 
be  mixed  so  as  to  efficiently  produce 
a  particular  service.  Health  policy 
makers  should  examine  and  consider 
such  issues  as  costs  of  medical  educa- 
tion, methods  of  cost  allocation,  cost 
of  care  for  the  medically  indigent, 
and  regulatory  obstacles.  These  are 
discussed  below. 

•  Paying  for  medical  education — 
Hospital-provided  ambulatory  care  is 
provided  mainly  by  teaching  hospi- 
tals. These  institutions  produce 
distinct  products:  health  services, 
medical  education,  and  (in  some 
cases)   research.   There   is  general 


agreement  that  patients  who  receive 
health  services  through  ambulatory 
care  programs  in  teaching  hospitals 
should  not  pay  for  medical  education 
through  higher  ambulatory  care 
charges.  The  public  policy  question 
is,  then:  Who  should  fund  medical 
education? 


Teaching  hospitals 
must  arrange  ambula- 
tory care  training  sites 
for  medical  students 
and  residents. 


To  the  extent  that  medical  students 
and  residents  themselves  and  govern- 
ment subsidies  fail  to  cover  these 
costs,  hospitals  must  attempt  to 
recover  them  through  revenues  from 
third-party  payers  and  self-pay  pa- 
tients. This  means  that  ambulatory 
care  programs  involving  teaching 
may  be  not  price-competitive  with 
non-teaching  ambulatory  care  pro- 
grams located  in  the  same  community 
and  providing  the  same  services. 

Failure  to  resolve  this  question  of 
funding  for  medical  education  and  to 
explicitly  recognize  the  issue  of 
medical  education  costs  will  continue 
to  obscure  and  confuse  discussions 
about  hospital-provided  ambulatory 
care. 

•  Hospital  cost  allocation  and  ac- 
counting— Methods  of  cost  allocation 
mandated  by  Medicare  mask  the  true 
production  costs  of  hospital-provided 
ambulatory  care  and  lead  to  misallo- 
cation  of  resources.  For  example,  for 
purposes  of  reimbursement,  Medi- 
care requires  that  prices  charged  out- 
patients for  ancillary  services  be  the 
same  as  those  charged  for  inpatients. 
These  regulations  fail  to  recognize 
that  certain  overhead  and  standby 
costs  may  be  necessary  for  inpatient 
care,  but  not  for  many  ambulatory 
services. 

To  enable  hospitals  to  calculate 
true  production  costs  for  all  patient 
services,  new  cost-accounting  and 
cost-finding  procedures  that  properly 
allocate  hospital  expenses  among  am- 
bulatory care  programs  and  ancillary 
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departments  are  needed.  More  refin- 
ed procedures  would  permit  establish- 
ment of  hospital  charges  consonant 
with  the  type  and  scope  of  services 
rendered.  A  key  to  implementing 
such  an  allocation  is  for  Medicare  to 
accept  different  charges  for  inpatient 
and  outpatient  services,  where  the 
cost  differential  can  be  proven. 

As  a  matter  of  public  policy,  the 
Medicare  program  should  not  distort 
the  system  by  masking  production 
costs;  the  result  is  misallocation  of 
resources.  Allocating  the  relatively 
high  standby  costs  for  inpatient  ser- 
vices primarily  to  that  operation 
would  allow  some  ambulatory  care 
charges  to  be  lowered,  resulting  in 
more  appropriate  charges  for  both 
types  of  service.  As  an  added  benefit, 
appropriate  pricing  would  increase 
the  credibility  of  hospital  charges. 

Ambulatory  care  programs  that  are 
corporately  and  legally  at  "arm's 
length"  from  hospitals,  can  minimize 
or  escape  the  distorting  effects  of 
these  Medicare  cost  allocation  and 
pricing  procedures.  "Unbundling"  of 
the  hospital's  services  may  result  as 
hospitals  react  to  the  incentives  con- 
structed through  the  Medicare  pro- 
gram. 

•  Medically  indigent:  who  pays/ — 
Provision  of  health  care  to  those 
unable  to  pay  is  a  community  respon- 
sibility that  community  hospitals 
have  historically  shouldered.  Al- 
though insurance  coverage  of  am- 
bulatory services  for  the  poor  has  ex- 
panded, there  remain  segments  of  the 
population  who  are  unable  to  pay  for 
services  they  use.  More  facts  are 
needed  on  the  extent  to  which 
hospital  ambulatory  care  programs 
carry  this  burden  in  comparison  to 
other  providers  of  ambulatory  care, 
e.g.,  private  physicians.  Then  there 
should  be  developed  an  equitable 
public  policy  on  who  should  fund 
such  care  and  how  hospitals  should 
meet  deficits  resulting  from  providing 
services  to  the  indigent. 

•  Regulatory  obstacles — Hospitals 
planning  to  develop  or  expand  am- 
bulatory care  programs  must  undergo 
review  and  approval  by  the  local 
health  systems  agencies,  under  the 
Health    Planning   and  Resources 


Development  Act.  However,  other 
providers  of  ambulatory  services 
(e.g.,  health  maintenance  organiza- 
tions and,  in  most  states,  private- 
practice  physicians)  are  exempt  from 
such  review. 

This  legislation  and  accompanying 
regulations,  which  serve  as  a  barrier 
to  entry  into  the  market  for  prospec- 
tive hospital  providers  of  ambulatory 
care,  are  inequitable,  As  hospital  in- 
patient utilization  declines  and  insti- 
tutional inpatient  capacity  emerges, 
the  public  would  be  better  served  by 
permitting  hospitals  to  convert  their 
excess  capacity  in  capital  and  man- 
agement to  provision  of  ambulatory 
services  and  other  non-acute  inpatient 
services.  Public  policy  should  en- 
courage this  trend,  rather  than  inhibit 
it  through  the  imposition  of 
regulatory  controls,  which  distort  in- 
centives to  providers  and  impede  the 
working  of  market  forces. 

Society  is  ill-served  by  current 
regulatory  controls  that  discourage 
hospitals  with  excess  capacity  from 
developing  ambulatory  care  pro- 
grams and  further  require  the  crea- 
tion and  expenditure  of  new  capital, 
perhaps  at  a  higher  cost,  to  develop 
and  provide  ambulatory  services.  To 
inhibit  excess  capacity  from  being 
used  for  related  health  programs  is 
perverse  and  results  in  misallocation 
of  resources. 

The  role  hospitals  play  in  providing 
a  full  range  of  health  services,  in- 
cluding acute  inpatient  as  well  as  am- 
bulatory services,  will  evolve  in 
response  to  the  changing  environment 
in  which  hospitals  operate.  The 
challenge  to  policy  makers  will  be  to 
identify  and  remove  the  obstacles  that 
hinder  providers  of  ambulatory  care, 
both  hospitals  and  others,  from  tak- 
ing the  most  innovative  and  flexible 
approaches  to  organizing  and  financ- 
ing health  services.  I 
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Update 


Howard  N.  Newman 
named  as  Administrator 
of  HCFA 


Howard  N.  Newman  succeeded 
Leonard  D.  Schaeffer  as  ad- 
ministrator of  the  Health  Care  Finan- 
cing Administration,  U.S.  Depart- 
ment of  Health  and  Human  Services, 
on  July  7.  Schaeffer  is  now  vice  presi- 
dent and  chief  operating  officer  for 
the  Student  Loan  Marketing  Associa- 
tion, Washington,  DC. 

In  her  June  12  announcement  of 
Newman's  appointment,  HHS  Sec- 
retary Patricia  R.  Harris  cited  his  ex- 
tensive experience  in  hospital  ad- 
ministration, legal  affairs,  consumer- 
oriented  health  care,  and  government 
service.  Newman  headed  the  federal 
Medicaid  program  in  the  early  1970s. 

Newman,  who  directed  the  Medical 
Services  Administration  from  1970  to 
1974  when  it  was  under  the  now 
defunct  Social  and  Rehabilitation 
Service,  most  recently  served  as  presi- 
dent of  the  Dartmouth-Hitchcock 
Medical  Center,  Hanover,  New 
Hampshire.  Just  prior  to  federal  ser- 
vice, he  was  associate  administrator 
of  Philadelphia's  Pennsylvania 
Hospital,  taking  time  out  to  serve  as  a 
White  House  Fellow  with  the  Bureau 
of  the  Budget  in  1967.  Earlier, 
Newman  worked  his  way  up  from 
trainee  to  assistant  vice  president  dur- 
ing eight  years  with  New  York  City's 


450-bed  Roosevelt  Hospital,  where  he 
became  responsible  for  its  day-to-day 
operation. 

Affiliated  with  a  number  of  health- 
related  organizations,  Newman  holds 
AB  and  MBA  degrees  from  Dart- 
mouth College,  an  MS  from  Colum- 
bia University,  and  a  JD  from  Tem- 
ple University  Law  School. 

Congress  sets  standards 
for  "Medigap"  insurance 

After  a  series  of  hearings  and 
debates  on  abuses  often  found  in  con- 
nection with  the  sale  of  Medicare  sup- 
plement policies  (so-called  "Medi- 
gap"  insurance),  Congress  enacted 
legislation  early  this  summer  to  help 
protect  the  elderly  from  unscrupulous 
insurance  agents  selling  duplicative 
health  policies  or  those  offering 
dubious  benefits. 

Public  Law  96-265  establishes 
minimum  federal  standards  concern- 
ing coverage,  readability,  disclosure, 
and  loss  ratio  for  Medigap  policies.  It 
authorizes  a  program  of  voluntary 
certification,  under  which  policies 
that  meet  or  exceed  the  standards 
would  receive  a  seal  of  approval. 
States  having  equal  or  higher  stan- 
dards for  such  policies,  as  of  July 
1980,  would  be  exempted  from  the 
program. 

Another  provision  prohibits  sale  of 
any  supplemental  health  policy 
through  the  mail  without  state  ap- 
proval and  requires  mail  order  firms 
to  file  their  policies  with  the  insurance 
commissioners  of  the  various  states. 
The  sale  of  a  health  policy  that  has 
the  appearance  of  an  official  govern- 
ment document  is  also  prohibited. 

Charged  with  the  implementation 
of  the  voluntary  program,  HCFA  re- 
quests concerned  individuals  and 
organizations  to  offer  suggestions  or 
comments  to  be  considered  during  the 
drafting  of  regulations  to  implement 
the  law. 


For  further  information,  contact: 
Thomas  Hoyer,  Health  Care  Financ- 
ing Administration,  HHS,  6401 
Security  Blvd.,  Baltimore,  MD., 
21235;  (301)  594-9710.  The  law  re- 
quires regulations  to  be  published  by 
March  1,  1981. 


Prescription  drug  costs 
publicized  by  HCFA 

Physicians  and  pharmacists  now 
have  help  in  considering  the  cost  of 
different  drugs  when  they  write  or 
dispense  prescriptions,  in  the  form  of 
a  new  comparative  price  information 
catalogue  published  by  HCFA. 

The  Guide  to  Prescription  Drug 
Costs,  an  effort  to  reduce  the  costs  of 
drugs  to  consumers,  is  aimed  at  doc- 
tors who  often  prescribe  drugs 
without  knowing  prices,  a  practice 
that  usually  results  in  higher  priced 
medications  being  prescribed  when 
equally  effective  quality  drugs  are 
available  at  lower  costs. 

Dividing  184  of  the  most  frequently 
prescribed  drugs,  plus  aspirin  and 
acetaminophen,  a  pain-killer,  into  16 
therapeutic  categories,  the  guide  lists 
both  the  generic  and  trade  names  for 
each  drug,  product  marketer,  and 
cost  to  the  pharmacist  for  one  day  of 
therapy  for  each  drug  under  each 
category.  Bar  graphs  show  the  daily 
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therapy  use  of  each  drug  relative  to 
other  brands  of  the  same  drug. 

In  promoting  generic  drug  pre- 
scription, HCFA  hopes  to  effect  con- 
siderable consumer  savings  in  35 
states  where  pharmacists  are  allowed 
to  dispense  lower  priced,  therapeutic- 
ally equivalent  generic  drugs  in  place 
of  brand  name  products. 

The  free  guide,  scheduled  to  be  up- 
dated every  six  months,  has  been 
mailed  to  500,000  medical  and  osteo- 
pathic physicians,  pharmacists,  and 
consumers  who  have  asked  for  it. 
HCFA  is  also  planning  the  develop- 
ment of  a  separate  abridged  edition 
of  the  publication,  geared  specifically 
for  general  consumer  use. 


Pratt  selected  to  head 
HCFA  small  business 
office 

Harvey  Pratt,  Colorado  phar- 
macist/business consultant,  has  ac- 
cepted the  newly  established  post  of 
small  business  representative  for  the 
Health  Care  Financing  Administra- 
tion. 

Pratt  serves  as  liaison  between 
HCFA  and  such  enterprises  as  phar- 
macies, home  health  agencies,  and 
durable  medical  equipment  suppliers. 
He  works  out  of  HCFA's  Baltimore 
headquarters. 

A  former  University  of  Colorado 
faculty  member,  Pratt  was  co- 
chairman  of  the  state's  Professional 
Standards  Review  Organization  drug 
criteria  subcommittee. 


Abortions  under  Medicaid 
limited  by  Supreme  Court 

Federal  state  and  goverments  have 
no  legal  obligation  to  pay  for  even 
medically  necessary  abortions,  the 
Supreme  Court  ruled  June  30th  in  the 
case  of  Harris  versus  McRae. 

The  5-4  decision  thus  upheld  the 
constitutionality  of  the  federal  Hyde 
amendment  and  similar  state  laws 
restricting  abortion  funding.  The 
Hyde  Amendment,  named  for  its 
sponsor,  Representative  Henry  J. 
Hyde,  has  been  in  force  in  varying 
forms  since  1977. 

The  Health  Care  Financing  Ad- 
ministration officially  notified  state 
Medicaid  offices  by  telegram  of  the 
ruling,  which  was  to  be  implemented 
25  days  from  the  date  of  the  Court's 
decision. 

After  the  effective  date,  the  notice 
said,  federal  Medicaid  funds  would 
be  available  for  abortions  only  where 
the  life  of  the  mother  would  be 
endangered  should  the  fetus  be  car- 
ried to  term  or  for  victims  of  prompt- 
ly reported  rape  or  incest  (conditions 
specified  in  the  Hyde  amendment). 
HCFA  reiterated  that  states  must  give 
all  Medicaid  recipients  10  days  writ- 
ten notification  of  any  reduction  of 
benefits. 

(Nine  states  and  the  District  of  Col- 
umbia have  chosen  to  finance 
Medicaid  abortions  with  their  own 
funds  and  will  be  free  to  continue  to 
do  so.) 

Justice  Potter  Stewart  rejected  all 
constitutional  claims  raised  in  this 
case,  stating  that  the  amendment 
neither  violates  the  Constitution's 
"equal  protection"  guarantee  nor 
denies  any  liberties  under  the  Fifth 
Amendment.  But  Justice  Thurgood 
Marshall,  in  his  separate  dissent, 
wrote: 

"If  abortion  is  medically  necessary 
and  a  funded  abortion  is  unavailable, 
they  (the  poor)  must  resort  to  back- 
alley  butchers,  attempt  to  induce  an 


abortion  themselves  by  crude  and 
dangerous  methods,  or  suffer  the 
serious  medical  consequences  of  at- 
tempting to  carry  the  fetus  to  term." 

Advocates  on  both  sides  of  the 
abortion  issue  saw  the  ruling  as  either 
a  blow  or  catalyst  to  their  respective 
positions.  Planned  Parenthood  called 
the  decision  "a  national  disgrace  .  .  . 
that  poor  women  must  now  bear  the 
burden  of  financing  medically 
necessary  abortions  or  be  forced  to 
bear  a  child."  On  the  other  hand, 
New  York's  Cardinal  Terence  Cooke 
was  reported  to  say  "We  must  inten- 
sify our  efforts  in  working  for  a 
human  life  amendment  to  the  Con- 
stitution." 

Heart  transplant  coverage 
withdrawn  by  Medicare 

After  several  months  of  tentative 
reimbursement,  Medicare  coverage 
for  heart  transplants  performed  at 
Stanford  University  Medical  Center 
has  been  withdrawn,  pending  a  more 
thorough  HHS  analysis  of  the  social 
and  economic  factors  surrounding 
this  issue. 

The  decision  to  withdraw  funding, 
announced  June  12  by  HHS  Secretary 
Patricia  Roberts  Harris,  was  based  on 
preliminary  Public  Health  Service 
findings  concerning  the  medical  safe- 
ty and  efficacy  of  the  Stanford  pro- 
cedures. 

Acknowledging  that  tentative  Med- 
icare coverage  was  granted  last 
November  in  order  to  obtain  infor- 
mation required  to  make  a  final  deci- 
sion, the  Secretary  stated: 

"We  have  found  many  unresolved 
issues  for  which  current  information 
is  not  sufficient.  Although  PHS  is 
continuing  its  analysis,  there  are  still 
too  many  unanswered  questions  to 
justify  a  final  decision  on  general 
Medicare  coverage  of  heart 
transplants." 

Those  include  the  patient  selection 
process,  the  long-term  social,  econo- 
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mic  and  ethical  consequences  of  the 
procedure  and  the  potential  for  na- 
tional expansion  of  the  heart  trans- 
plantation procedure,  Harris  said. 

The  Department's  underlying  con- 
cern with  funding  extended-life  tech- 
niques at  a  time  of  rapid  change  in 
health  care  technology,  is  that  a  "ra- 
tional process"  be  developed  to 
define  what  constitutes  "reasonable 
and  necessary"  medical  services 
which  can  be  funded  by  Medicare. 

Several  steps  that  will  be  taken  to 
gain  the  needed  information,  in- 
cluding a  HCFA-guided  study  of  the 
medical,  socio-economic,  and  ethical 
consequences  of  heart  transplanta- 
tion. HCFA  will  also  develop  by  the 
fall  a  generic  definition  of 
"reasonable  and  necessary  medical 
services"  for  public  comment. 

Analysis  of  these  findings  as  well  as 
full  public  participation  in  the  final 
policy  development  will  precede  the 
Department's  proposed  decision, 
Harris  said. 

Pennsylvania  recovers 
$146,000  in  misspent 
Medicaid  funds 

A  new  medical  claim  recovery  unit 
in  Pennsylvania's  Department  of 
Public  Welfare  collected  $146,000  in 
improper  Medicaid  payments  during 
its  first  two  months  of  operation, 
state  secretary  of  public  welfare 
Helen  O'Bannon  announced  recently. 

Staffed  by  eight  investigators  and  a 
supervisor,  the  unit  collects  reim- 
bursement from  recipients  who  re- 
ceive treatment  paid  for  by  Medicaid, 
but  then  are  also  paid  by  a  third-party 
insurance  company  or  through  a  suc- 
cessful lawsuit.  Medicaid  is  the  payer 
of  last  resort  in  cases  where  other  in- 
surance coverage  is  involved. 

The  unit  will  soon  use  a  computer 
system  to  identify  recipients  who 
receive  treatment  through  the  use  of 
expired  Medicaid  eligibility  cards  and 
will  seek  reimbursement  from  them. 


Rural  Wisconsin  residents 
get  Medicare  coverage 
through  HMO 

Wisconsin's  rural  Medicare  popu- 
lation now  has  access  to  comprehen- 
sive health  maintenance  organization 
(HMO)  coverage,  thanks  to  a  unique 
program  offered  by  the  Greater 
Marshfield  Community  Health  Plan 
(GMCHP),  the  nation's  largest  rural 
HMO. 

First  of  its  kind  in  the  Midwest,  the 
plan  extends  complete  hospital  and 
medical  benefits  to  all  eligible  han- 
dicapped and  senior  citizen  applicants 
who  have  Medicare  hospital  and 
medical  coverage. 

Some  1,000  residents  in  the  six- 
county,  55,000  total  enrollment  area 
applied  for  the  program  the  first  week 
after  its  announcement  in  May. 
GMCHP  places  no  limit  on  the 
number  of  people  who  may  enroll. 

"We're  trying  to  provide  access  to 
care  to  all  enrollment  area  residents," 
said  project  director  Greg  Nycz,  who 
expects  at  least  10,000  Medicare 
eligibles  to  eventually  join  the  pro- 
gram and  share  in  the  savings  HMOs 
are  expected  to  bring. 

For  a  $96.09  monthly  fee,  of  which 
Medicare  pays  $74.42,  an  enrollee 
may  receive  any  necessary  services 
rendered  by  a  large  number  of 
GMCHP  physicians  in  all  major 
specialties.  Hospital  and  emergency 
services  at  the  Marshfield  Clinic  and 


other  local  hospitals  are  also  pro- 
vided. In  addition,  enrollees  receive 
some  dental  services  and  psychiatric 
care,  but  no  outpatient  drugs.  There 
are  no  deductibles  on  covered  ex- 
penses nor  upper  dollar  limit. 

Eligible  applicants  are  informed  of 
the  plan  mainly  through  letters  sent 
by  co-sponsor  Blue  Cross  and  Blue 
Shield  United  of  Wisconsin,  which 
highlight  the  extensive  benefits  and 
lack  of  paperwork  compared  to  a 
private  policy,  Nycz  said. 

HHS  proposes  "bill  of 
rights"  for  nursing  home 
patients 

Nursing  homes  will  be  required  to 
extend  certain  rights  to  patients  or 
face  loss  of  Medicare  and  Medicaid 
funding  under  regulations  proposed 
by  the  Department  of  Health  and 
Human  Services  in  July. 

Under  the  proposal,  residents  of 
nursing  homes  receiving  federal  funds 
would  be  guaranteed  access  to  their 
families  and  lawyers,  see  their  own 
records,  be  allowed  to  keep  their  per- 
sonal possessions,  and  be  involved  in 
planning  their  care,  according  to 
HHS  Undersecretary  Nathan  Stark. 

The  new  standards  would  apply  to 
18,000  skilled  nursing  homes  and  in- 
termediary care  facilities  that  serve 
1.3  million  elderly  Americans.  It  is 
estimated  that,  at  any  given  time,  one 
out  of  every  twenty  Americans  past 
the  age  of  65  is  in  a  nursing  home. 

Stark  called  the  regulations  a  major 
step  toward  ending  the  impersonality, 
indifference,  and  isolation  that 
characterizes  life  in  some  nursing 
homes  for  elderly  residents. 

Public  comments  on  the  regula- 
tions should  be  sent  to:  Ad- 
ministrator, Health  Care  Financing 
Administration,  Box  17082, 
Baltimore,  MD.  21235.  Refer  to  file 
code  HSQ-53-P.  Final  regulations  are 
expected  to  be  published  before  the 
end  of  the  year. 
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SEEK  A  SECOND 
OPINION. 


Courtesy  of  Mell  Lazarus  and  Field  Newspaper  Syndicate 


An  on-going  program  to  encourage 
Americans  to  seek  a  second  medical 
opinion  before  undergoing  non- 
emergency surgery  is  meeting  with  an 
enthusiastic  response.  The  program 
of  public  information  and  education 
was  launched  by  the  Health  Care 
Financing  Administration  in  1978. 

Phone  calls  come  in  to  HCFA's 
second-opinion  hotline  at  the  rate  of 
about  1500  per  month  (the  rate 
jumped  to  1200  a  week  after  a 
popular  Sunday  supplement  ran  a 
story  about  the  program).  Callers  are 
given  the  number  of  a  referral  center 
in  their  area  that  will  help  them  locate 
a  physician  who  will  provide  a  second 
opinion.  (Of  course,  many  patients 
who  want  second  opinions  ask  their 
own  doctors  for  a  referral,  select 
another  physician  on  their  own,  or 


obtain  the  name  of  one  from  the 
county  medical  society.) 

Some  six-and-one-half  million 
brochures  explaining  the  second- 
opinion  concept  have  been  dis- 
tributed to  date,  many  in  response  to 
individual  inquiries  to  HCFA.  Volun- 
tary organizations  and  insurance  car- 
riers, along  with  social  security 
district  offices,  also  helped  in  the 
distribution.  Another  million 
brochures  are  being  printed  to  meet 
the  demand. 

Actor  Cliff  Robertson  stars  in  one 
of  four  television  spot  announce- 
ments being  shown  in  prime  time 
throughout  the  country  to  encourage 
viewers  to  seek  a  second  opinion 
when  faced  with  non-emergency 
surgery.  Spanish-language  radio 
spots    were    also    prepared  and 


distributed.  Radio  and  television  sta- 
tions have  cooperated  in  the  program 
by  donating  free  public-service  time 
to  the  announcements. 

Medicare  pays  80  percent  of  the 
reasonable  charge  for  a  second  or 
third  opinion  for  beneficiaries  en- 
rolled in  Part  B  (medical  insurance), 
and  most  state  Medicaid  programs 
will  pay  the  fees  for  a  second  opinion 
sought  by  a  Medicaid  beneficiary. 

Newspaper  and  magazine  attention 
to  the  concept  has  also  increased 
public  awareness.  Even  cartoonists 
and  authors  of  comic  strips,  by 
presenting  amusing  variations  on  the 
second-opinion  theme,  demonstrate 
that  most  people  have  become  famil- 
iar with  and  understand  what  a  se- 
cond surgical  opinion  means.  A 
sampling  of  these  humorous  depic- 
tions appears  on  this  page. 
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The  second-opinion  program  is 
part  of  an  effort  by  the  Department 
of  Health  and  Human  Services 
(formerly  HEW)  to  expand  patients' 
knowledge  about  surgery  and  to  help 
contain  rising  health  care  costs. 

HCFA  is  analyzing  the  results  of 
two  demonstration  and  two  opera- 
tional programs  to  determine  the  ef- 
fect that  seeking  a  second  opinion  has 
on  the  health  status  of  participants, 
rates  of  surgery,  and  costs  of  care. 
The  demonstration  projects,  begun  in 
1978  and  conducted  by  Blue  Cross 
and  Blue  Shield  of  New  York  and 
Blue  Cross  and  Blue  Shield  of 
Michigan,  involved  two  million 
Medicare  beneficiaries.  The  projects 
are  designed  to  encourage  bene- 
ficiaries who  are  considering  elective 
surgery  to  seek  a  second  opinion. 
Also,  HCFA  is  evaluating  two  opera- 
tional second  opinion  programs:  the 
Massachusetts  Mandatory  Medicaid 
SSOP  and  the  National  Second  Opi- 
nion program.  With  respect  to  all 
four,  HCFA  is  accumulating  and 
analyzing  evidence  of  program 
utilization  and  receipt  of  surgery. 
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The  toll-free  telephone  number  of 
the  second-opinion  hotline  is 
800-638-6833  (in  Maryland, 
800-492-6603).  Copies  of  the  second- 
opinion  brochure  (in  English  or 
Spanish),  as  well  as  a  Spanish 
language  poster,  are  available  from: 

Surgery 

Department  of  Health 

and  Human  Services  (HCFA) 

Washington,  D.C.  20201 


"I  couldn't  find  anything  wrong  with 
you,  but  you're  entitled  to  a  second 
opinion." 


Reprinted  by  permission  of  the  Chicago  Tribune-New  York 
Times  Syndicate,  Inc. 


Copyright  1980,  Universal  Press  Syndicate.  All  rights  reserved. 


Thinking  of  having  surgery? 

Think  about  getting 
a  second  opinion. 


Its  your  body.  Isn't  it  worth 
a  second  opinion? 

Ask  your  doctor  or  call  toll-free 

800-638-6833 

Poster/  Brochure 
Available  free  from: 
SURGERY 

Health  and  Human  Services 
Washington,  D.C.  20201 
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HCFA  has  3  periodicals  to 
keep  you  up-to-date... 

•  Forum 

•  Review 

•  Perspectives 
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Review 

HCFA's  research  journal... 
reports  quarterly  on  agency- 
supported  research,  demon- 
stration, and  evaluation 
projects... Among  research 
topics  covered:  physician 
reimbursement,  beneficiary 
access  to  services,  geo- 
graphic differences  in  hospital 
stays,  payment  incentives, 
cost  containment. 

Also  presents  statistics  on 
Medicare,  Medicaid,  national 
health  expenditures,  related 
subjects. 

Request  a  free  subscription 
from:  ORDS,  HCFA,  Rm.1-E-9, 
Oak  Meadows  Bldg.,  6340 
Security  Blvd.,  Baltimore, 
MD.  21235. 
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Forum 

HCFA's  official  magazine... 
covers  all  aspects  of  health 
care  financing,  as  well  as 
HCFA's  programs  and  activ- 
ities...Bi-monthly. 

Promotes  efficiency  within 
health  care  delivery  systems... 
serves  as  a  forum  for  discus- 
sion and  debate  on  complex 
health  care  issues. 

Order  from:  Superintendent  of 
Documents,  U.S.  Government 
Printing  Office,  Washington, 
DC  20402.  Annual  subscrip- 
tion: $7.50  domestic,  $9.40 
foreign. 

Perspectives 

HCFA's  "how  to"  publication 
for  Medicaid/Medicare  admin- 
istrators, Medicare  carriers 
and  intermediaries,  state  and 
local  agencies. ..Published  3-5 
times  a  year. 

Articles  address  program  tech- 
niques, procedures,  opera- 
tions management. ..application 
of  research... good  practices 
that  are  replicable. 

Request  a  free  subscription 
from:  Medicaid  Medicare 
Management  Institute,  HCFA, 
Rm.  365,  East  High  Rise  Bldg., 
6401  Security  Blvd.,  Baltimore, 
MD.  21235. 
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